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STATEMENT  CONCERNING  JURISDICTION 
The  appellant  was  indicted  (Tr.  2)  on  three  counts 
of  violation  of  Section  145(b),  Title  26,  United  States 
Code,  and  was  convicted  on  all  counts  (Tr.  476).  The 
jurisdiction  of  the  United  States  District  Court  is  sus- 
tained by  provisions  of  Title  28,  Section  41,  of  the 
United  States  Code  Annotated,  and  the  jurisdiction 
of  this  Court  by  the  provisions  of  Title  28,  Section 
723(a),  United  States  Code  Annotated,  and  the  rules 
promulgated  by  the  Supreme  Court  of  the  United 
States  pursuant  thereto. 


STATEMENT  OF  THE  CASE 

There  are  three  counts  in  the  Indictment  charging 
the  defendant,  John  Barcott,  with  having  wilfully  and 
knowingly  attempted  to  defeat  and  evade  the  payment 
of  a  large  part  of  his  income  and  victory  tax  for  the 
years  1943,  1944  and  1945.  (Tr.  2,  3,  4,  5).  Each  of 
the  counts  refers  to  a  different  year.  The  allegations 
are  the  same  except  as  to  amount. 

Count  No.  1  charges  that  the  defendant  ''did  wil- 
fully and  knowingly  attempt  to  defeat  and  evade  a 
large  part  of  the  income  and  victory  tax  due  and  owing 
by  him  to  the  United  States  of  America  for  the  cal- 
endar year  1943  by  filing  and  causing  to  be  filed  *  *  * 
a  false  and  fraudulent  income  and  victory  tax  return 
wherein  he  stated  that  his  net  income  for  said  cal- 
endar year,  computed  on  the  community  -  property 
basis,  was  the  sum  of  $6,720.40  and  that  the  amount 
of  tax  due  and  owing  thereon  was  the  sum  of  $1,545.38, 
whereas,  as  he  then  and  there  well  knew,  his  net  in- 
come for  the  said  calendar  year,  computed  on  the  com- 
munity-property basis,  was  the  sum  of  $12,406.33, 
derived  as  follows : 

Dividends  $      140.00 

Interest 141.93 

Interest  on  bonds 200.00 

Income  from  business 24,621.96"   (Tr.  2,  3) 

Count  No.  2  is  identical  except  as  to  amount.  It  is 
charged  in  Count  No.  2  that  the  defendant's  reported 


income  was  $5,632.57,  whereas  his  income  was  $9,- 
926.61,  which  income  was  derived  as  follows: 

Dividends  and  interest $      818.27 

Income  from  business 20,034.94   (Tr.  3,  4) 

Count  No.  3  charged  that  the  defendant  reported 
income  of  $7,388.98,  whereas  his  income  was  $11,- 
138.92,  derived  as  follows : 

Dividends  and  interest $  1,258.74 

Income  from  business 22,019.09   (Tr.  4,  5) 

Defendant  moved  for  a  Bill  of  Particulars  (Tr.  11) ; 
the  Court  granted  the  same  and  the  plaintiff  furnished 
a  Bill  of  Particulars,  enumerating  the  sources  from 
which  the  defendant  derived  his  income.  (Tr.  17, 18). 
It  is  set  forth  that  the  sources  of  income  were  the  fol- 
lowing : 

( 1 )  Dividends  from  stock  holdings  in  Fishermen's 
Packing  Corporation,  Anacortes,  Washington. 

(2)  Interest  on  savings  account  in  the  National 
Bank  of  Washington  and  from  a  real  estate 
and  conditional  sales  contract. 

(3)  Interest  on  United  States  Savings  Bonds, 
Series  "G." 

(4)  Income  from  business  from  a  restaurant  busi- 
ness known  as  the  "California  Oyster  House," 
914  Pacific  Avenue,  Tacoma,  Washington. 

The  Bill  of  Particulars  in  relation  to  Counts  Nos.  2 
and  3  sets  forth  that  the  income  was  from  the  same 
sources. 


To  this  Indictment  the  defendant  entered  a  plea  of 
not  guilty.  The  case  proceeded  to  trial  and  the  theory 
of  the  Government  is  clearly  set  forth  in  the  opening 
statement  to  the  Jury  by  the  United  States  District 
Attorney. 

"This  case,  when  it  will  be — when  it  is  finally 
presented  to  you  will  be  classed  what  w^e  term  a 
case  proven  by  the  net  worth  process;  that  is,  in 
finding  out  what  a  man  owns  at  the  beginning  of 
any  particular  year  and  then  checking  that 
against  what  he  owns  at  the  end  of  that  particu- 
lar year,  *  *  *  and  the  difference  between  the 
net  worth  at  the  end  of  the  year  and  the  net 
worth  at  the  beginning  of  the  year,  is  what  the 
Government  claims  his  income  must  have  been." 
(Tr.  63,  64). 

Also  reiterated  in  the  Court's  instruction  to  the 
Jury: 

"The  Government  therefore  relies  upon  the  fact 
that  when  an  increase  is  shown  (net  worth)  it 
has  established  substantially  that  such  income 
was  taxable  income  in  each  of  the  years  1943, 
1944  and  1945." 

The  evidence  which  the  Government  presented  to 
convict  the  defendant  of  the  charge  made  in  the  Indict- 
ment is  confined  entirely  in  the  testimony  of  two  wit- 
nesses, Nielsen  (Tr.  72),  and  Swanson  (Tr.  116). 
There  is  no  claim  that  the  defendant  did  not  report 
all  the  dividends  and  interest  received  by  him.  The 
income  tax  returns  made  for  the  years  1943,  1944  and 
1945  show  that  the  defendant  had  reported  all  the 
dividends  and  interest  as  income.  (Pltfs'  Exhibits  1, 
2,3). 


Stanley  Nielsen,  Special  Agent  of  the  Department 
of  Internal  Revenue,  testified  that  a  local  bank  had 
informed  the  department  that  the  defendant  had  pur- 
chased several  one  thousand  dollar  bills,  and  that  he 
called  upon  the  defendant  to  discuss  the  official  assign- 
ment in  reference  to  these  bills,  and  that  he  informed 
the  defendant  that  the  purpose  of  his  investigation 
was  to  determine  if  this  money  was  used  in  black 
market  activities  and  if  the  same  was  properly  re- 
ported for  income  tax  purposes.  (Tr.  71,  72).  The 
defendant  offered  to  open  the  safe  deposit  box  and 
show  him  these  bills.  Accordingly,  they  went  to  the 
safe  deposit  box,  it  was  opened,  and  he  found  therein 
$23,000  in  cash  and  about  $75,000,  par  value.  Govern- 
ment bonds.  (Tr.  73,  74).  He  testified  while  he  was 
inventorying  the  contents  of  the  box  the  defendant 
said  to  him,  "  'Here,  Nielsen,  let  me  give  you  one  of 
these,'  and  pushing  a  package  of  currency  containing 
five  hundred  dollars  to  me,  and,  'You  make  a  favor- 
able report  on  this  matter  and  just  forget  about  the 
whole  thing,'  and  I  told  him,  'No,  Mr.  Barcott,  I  can't 
do  that.  I  must  inventory  this  stuff,'  so  I  continued 
to  inventory  the  bonds."  That  the  defendant  ap- 
proached him  again  and  said  to  him,  "Now,  Nielsen, 
w^e  are  alone — only  two  of  us,  can't  you  take  a  pack- 
age of  this  and  make  a  favorable  report  on  it?"  (Tr. 
75).  That  he  again  approached  him  and  said  to  him, 
"I  feel  sick  inside,  let  me  buy  you  a  suit  of  clothes, 
and  your  wife  a  fur  coat,  and  you  take  this  money 


and  make  a  favorable  report  on  me."  That  the  wit- 
ness informed  the  defendant  that  by  his  action  he  was 
practically  walking  into  jail.  Objection  to  the  testi- 
mony was  overruled  and  a  motion  to  withdraw  it  from 
the  consideration  of  the  Jury  and  to  instruct  the  Jury 
to  disregard  it  was  denied.     (Tr.  83). 

The  foregoing  is  the  substance  of  the  testimony  of 
the  witness  Nielsen  to  sustain  the  allegations  set  forth 
in  the  Indictment. 

The  witness  Washburn  (Tr.  87)  testified  concern- 
ing interest  received  by  the  defendant  from  savings 
account  and  real  estate  and  conditional  sales  contract, 
which  interest  was  duly  reported  as  shown  by  the  in- 
come tax  returns,  on  which  no  question  is  raised. 

The  witness  Kerr  (Tr.  102)  testified  concerning  the 
defendant  having  a  safe  deposit  box  in  a  vault  owned 
by  him  and  that  he  entered  the  vault  on  January  28, 
1946.     (Exhibit  No.  11). 

The  witness  Plancich  testified  concerning  dividends 
received  by  the  defendant,  which  dividends  were  duly 
reported,  and  there  was  no  question  raised.   (Tr.  104). 

The  witness  Corbin  testified  (Tr.  Ill)  that  at  the 
request  of  the  defendant  she,  as  Deputy  Collector  of 
Internal  Revenue,  prepared  income  tax  returns  for  the 
defendant  for  the  years  1943  and  1944;  that  the  de- 
fendant furnished  the  figures,  but  he  did  not  have  any 
books  with  him ;  that  he  furnished  her  all  of  the  nec- 
essary information  to  make  up  the  income  tax  return. 


The  witness  Hary  Swanson  (Tr.  114),  Special 
Agent  of  the  Department  of  Internal  Revenue,  testi- 
fied that  he,  with  Mr.  Nielsen,  and  the  defendant  Bar- 
cott,  went  to  the  safe  deposit  box  in  the  National  Bank 
of  Washington,  to  which  the  defendant  freely  gave  him 
access,  and  he  inventoried  the  contents  of  the  box. 
After  inventorying  the  contents  of  the  box  he  inquired 
of  the  defendant  if  he  had  any  other  safe  deposit  box, 
to  which  the  defendant  replied  that  he  did,  in  the 
Washington  Building.  That  they  thereupon  proceeded 
to  the  Washington  Building,  opened  the  box  for  in- 
spection, and  found  some  business  and  insurance 
papers  and  nothing  more.  (Tr.  115).  That  he 
audited  the  income  tax  returns  for  1934,  1944  and 
1945,  the  bank  accounts  of  the  defendant,  interest  col- 
lected by  him  and  dividends.     That  after  examining 

t 
all  sources  of  information  he  then  proceeded  to  deter- 
mine the  current  income  of  the  defendant.    His  whole 
testimony  can  be  summarized  by  the  following  quota- 
tions : 

"Q.  And  what  method  did  you  use  in  estab- 
lishing this  income? 

A.  This  income  was  determined  on  the  in- 
crease in  net  worth  basis. 

Q.  And  explain  to  the  Court  just  exactly 
what  you  mean  by  that? 

A.  The  net  worth  basis  is  the  basis  used  in 
determining  income  where  complete  and  adequate 
records  are  not  maintained  by  the  taxpayer.    The 


income  is  computed  on  the  difference  between  the 
net  worth  of  the  taxpayer  at  the  beginning  of  the 
year  and  the  net  worth  at  the  end  of  the  year, 
the  difference  constituting  income,  provided  of 
course,  that  as  far  as  it  is  able  to  be  determined 
it  comes  from  a  taxable  source,  such  as  salaries, 
wages,  dividends,  interest,  business  income,  or 
rents.  This  was  done  in  the  case  of  John  Barcott, 
as  his  records  did  not  appear  adequate  to  make 
a  complete  and  detailed  audit  as  such. 

Q.  And  what  did  you  find — then  you  started 
your  account  as  of  December  31,  1942,  is  that  cor- 
rect? 

A.     Yes,  or  similarly,  January  1,  1943. 

Q.  And  then  did  you  compute  it  for  each  year 
thereafter  until  December  31,  1945? 

A.     I  did. 

Q.  Do  you  have  your  working  figures  with  you 
there?    A.     Yes,  I  do. 

Q.  Will  you  state  what  you  found  to  be  the 
net  worth,  and  what  items  composed  it,  as  of  De- 
cember 31,  1942? 

Mr.  Gagliardi:  I'm  objecting.  Your  Honor, 
unless  he  shows  what  sources  he  has  derived  this 
information.  We  ought  to  at  least  know  where  he 
got  his  information  what  our  net  worth  was  on 
December  31,  1942,  before  he  draws  his  conclu- 
sion by  saying  that  that's  all  we  were  worth.  I'm 
objecting  to  that.     (Tr.  116,  117). 


Q.  Please  state  the  items  and  what  his  net 
worth  was  according  to  your  figures  on  December 
31,  1942. 


A.  The  net  worth  as  of  December  31,  1942, 
was  determined  to  be  $57,278,56. 

Q.  And  just  explain  the  items  and  the  source 
of  your  information  concerning  those  items,  so 
that  they  total  up  to  $57,000  some  odd  dollars. 

A.  The  first  item  on  hand  was  cash  in  the 
safety  deposit  box  at  the  time  I  checked  it  on 
February  13th,  of  $23,000,  consisting  of— 

Mr.  Gagliardi  :  Just  a  minute.  If  Your  Honor 
please,  I  would  like  to  know  the  year.  February 
13th  of  what  year? 

The  Witness:  1946. 

Mr.  Gagliardi  :  You  were  talking  about  1942. 
You  are  talking  as  to  value  in  1942,  it  was  de- 
termined how  much  Mr.  Barcott  was  worth  on 
January  1,  1942,  by  testimony  of  information 
which  you  got  out  of  the  box  in  1946. 

The  Court:  He  has  testified  that  he  found 
his  net  worth  in  January  '42  to  be  $57,000  plus. 
(Tr.  119). 


The  Court:  The  objection  will  be  overruled, 
and  exception  allowed.  You  will  have  an  oppor- 
tunity to  cross-examine  as  to  how  he  arrived  at 
his  conclusion. 

Q.  My  understanding,  Mr.  Swanson,  is  to  the 
effect  that  the  date  you  are  talking  about  is  De- 
cember 31,  1942,  is  that  correct? 

A.     That's  right. 

Q.  Not  January,  1942.  This  is  December  31, 
1942.     A.    December  31st. 
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Q.  And  the  S23,000  item  of  cash  is  the  same 
amount  of  cash  that  you  found  in  a  safe  deposit 
box  in  Januaiy  of  1946,  is  that  correct? 

A.     That's  right.     (Tr.  120). 


Q.  You  were  not  charged  him  with  income  of 
S23.000.  vou  are  gi\ing  him  the  idea  tliat  he  had 
the  823,000  on  December  31.  1942. 

A.  That's  right,  I  was  gi\"ing  Mm  credit  for  it 
at  the  beginning  of  tlie  period. 

Q.  In  other  words,  you  are  not  charging  him 
over  the  period  at  all.      A.    That's  right. 

Q.  All  right,  now  what  is  the  next  item  that 
you  have  to  make  up  this  S57.000? 

A.  Savings  account  at  the  National  Bank  of 
Washington,  number  647S7. 

Q.     How  much  does  that  amount  to? 

A.  As  of  December  31.  1942.  according  to  the 
records  of  the  bank,  tliere  amounted  to  §2,279.53. 
(Tr.  121). 


Q.  And  in  inventoiying  the  contents  of  the 
box  you  foimd  something  like  §7.5,000  worth  war 
bond? 

A.     That's  right. 

Q.     S28,200.     A.  S23,000. 

Q.     §28,000  in  cash?     A.  That's  right. 

Q.  Then  you  examined  the  date  of  the  war 
bonds? 
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A.     That's  right. 

Q.  And  after  you  examined  the  date,  you  as- 
sumed that  Mr.  Barcott,  all  he  had  in  that  box 
in  December  31,  1942,  was  $23,000? 

A.     That's  right. 

Q.  You  had  no  other  information  but  your 
own  assumption?     A.  That's  right. 

Q.  Then  the  bonds  were  purchased  after  Jan- 
uary 1,  1943.  The  bonds  that  you  inventoried 
were  purchased  after  January  1,  1943? 

A.  No,  sir,  that's  not  quite  true.  We  inven- 
toried all  that  were  in  the  box,  some  were  pur- 
chased prior  to  that  date. 

Q.  Some  were  purchased  prior  to  that  date, 
and  some  were  purchased  prior — after  that  date? 

A.     Yes,  that's  right. 

Q.  Those  who  were  purchased  prior  to  that 
date,  you  assumed  that  he  had  them  before  Jan- 
uary 1,  1943? 

A.  We — from  the  issue  date  we  determined 
they  were  purchased  at  a  certain  time,  and  if 
they  were  issued  prior  to  January  1,  1943,  we 
assumed  they  were  purchased  prior  to  January 
1,  1943. 

Q.  And  what  he  purchased  after  January  1, 
1943,  then  you  assumed  he  purchased  on  that 

time? 

A.     At  the  issue  date,  yes,  sir. 

Q.  Issue  date.  And  you  assumed  that  he  got 
that  money  from  the  business? 
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A.     Yes,  I  had  no  other  knowledge. 

Q.  You  had  no  other  knowledge,  you  made  no 
other  inquiry? 

A.     I  made  other  inquiry,  yes,  sir. 

Q.     Where  did  you  inquire? 

A.  We  inquired  from  Mr.  Barcott,  he  was 
asked  numerous  times  after  the  first  contact,  if 
he  had  any  other  source  of  income. 

Q.    Just  asked  the  sources  of  income? 

A.     That's  right. 

Q.  Did  he  tell  you  that  he  had  been  in  busi- 
ness since  1919? 

A.     That's  right. 

Q.  That  he,  his  wife,  and  his  son,  operated  the 
restaurant  since  1919  continuously,  the  Califor- 
nia Oyster  House? 

A.  I  am  not  sure  about  the  other  members  of 
his  family,  but  he  said  that  he  had  operated  the 
restaurant — 

Q.  Didn't  he  say  he  and  his  wife  and  the  two 
sons  operate  it? 

A,  He  said  his  wife  had  been  there  part  of 
the  time. 

Q.  Yeah.  You  in  determining  the  net  worth 
of  Mr.  Barcott  assumed  that  in  January  1,  1943, 
he  only  had  $23,000  in  cash,  and  whatever  bond 
he  had  purchased  prior  to  that  time,  and  also  the 
real  estate  and  the  restaurant? 

A.     That  was  all,  yes. 
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Q.  And  that's  purely  assumption?  There  is 
nothing  upon  which  you  could  base  any  facts? 

A.  Oh,  yes,  they  were  assets  which  were  ex- 
amined. 

Q.     Were  examined? 

A.     Purchased  at  a  certain  date. 

Q.  And  because  they  were  purchased  on  a  cer- 
tain date,  then  you  assumed  they  were  acquired 
by  earning  after  that  date — prior  to  that  date? 

A.     Prior  to  that  date. 

Q.  And  it  must  have  been  earned  before  the 
— between  the  first  of  January  and  the  date  in 
which  they  were  purchased  in  1943?  See  if  I 
make  myself  clear.  Any  bond  which  he  pur- 
chased during  the  year  1943,  you  assumed  that 
was  income  that  he  received  from  the  first  of  Jan- 
uary during  the  year  up  to  the  date  he  purchased 
the  bond. 

A.     That's  right. 

Q.  You  had  no  information  whatever  what 
asset  that  Mr.  Barcott  had  prior  to  January  1, 
1943,  whether  it  was  in  cash,  bond,  mortgages 
or  other  property? 

A.     Well,  that's  not  true. 

Q.     Do  you  have  any  information — ? 

A.     We  examined  the  savings  account  back  to 

the  time  that  he  first  started,  then  we  examined 
the  conditional  sales  contract  back  to  the  time  he 
stated,  then  the  real  estate  contract,  and  such 
bonds  that  were  still  in  the  box — the  inventory 
date,  if  they  were  purchased  prior  to  January  1, 
1943,  they  w^ere  examined. 
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Q.  But  so  far  as  pertaining  to  the  cash  in 
which  he  purchased  additional  bond  in  1943,  and 
additional  bond  in  1944  and  '45,  you  had  no  in- 
formation where  the  money  came  from  except 
what  you  assumed  that  it  came  from  the  busi- 
ness? 

A.  I  assumed  it  came  from  the  business." 
(Tr.  135-139). 

He  further  testified  that  in  arriving  at  a  net  worth 
of  the  defendant  he  had  examined  the  records  in  re- 
gard to  income  tax  returns  made  by  the  defendant 
from  1919  to  1942;  that  during  such  period  he  could 
have  earned  $89,000,  and  that  he  did  not  have  any 
records  for  the  year  1942,  because  in  the  year  1942 
the  taxes  were  forgiven,  and  that  he  did  assume  that 
was  all  he  earned  during  that  period  and  he  did  not 
have  any  knowledge  in  regard  to  Mr.  Barcott's  assets 
prior  to  his  entering  the  business,  nor  did  he  take  into 
consideration  that  during  all  that  time  the  wife  of  the 
defendant  and  his  sons  worked  in  the  restaurant.  His 
testimony  can  be  summarized  by  the  following  ques- 
tions and  answers: 

"Q.  And  also  then,  you  assume  that  when  he 
went  into  business  in  1919  he  didn't  have  any 
money? 

A.     That's  right,  under  this  computation. 

Q.     And  also  you  assume  that  Mrs.  Barcott — 

A.  May  I  clarify  that,  just  a  second?  I  stated 
at  the  beginning  that  this  was  determined  from 
the  records  of  the  Collector  of  Internal  Revenue, 
and  that  is  the  iirst  year  for  which  they  had  a 
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record  of  a  return  being  filed.    Now,  it  might  be 
that  he  had  filed  prior  to  that. 

Q.  I  see,  but  in  1919  when  he  went  into  busi- 
ness, you  have  no  knowledge  of  how  much  money 
he  had  to  start  in  business?     A.  No,  sir. 

Q.  And  you  did  not  know  how  much  money 
Mrs.  Barcott  had?     A.  No,  sir. 

Q.  And  you  didn't  know  how  much  Mrs.  Bar- 
cott's  mother  left  her  when  she  died,  did  you? 

A.  No,  sir.  Mr.  Barcott  was  asked  for  the 
information  —  rather,  that  information,  but  he 
never  volunteered  it. 

Q.  All  of  these  taxes  that  you  have  given  the 
Court  and  jury  the  benefit  of  knowing  that  were 
not  paid,  were  on  the  assumption  that  Mr.  Bar- 
cott had  nothing  else  on  January  1,  1943,  except 
what  you  say  was  in  the  box,  at  that  time? 

A.  A  tax  is  computed  on  the  increase  of  cer- 
tain items. 

Q.     Increase  during  those  years? 

A.  During  those  years,  not — it  wouldn't  mat- 
ter a  bit  if  the  amount  was  less.  It's  only  on  the 
increase  that  a  man  makes  from  the  beginning  of 
the  year  and  the  end  of  the  year.  So  the  amount 
that  you  start  with  is  of  little  or  no  consequence 
for  the  purpose  of  determining  the  increase  of 
that  year. 

Q.  And  the  increase,  you  mean  to  say,  the  ad- 
ditional asset  acquired  during  the  year? 

A.     That's  right. 

Q.  And  where  the  money  came  from,  you  have 
no  knowledge,  except  what  you  assume  it  came 
from  the  business? 
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A.  We — as  far  as  we  know,  it  came  from  the 
business,  and  we  had  no  other  source  to  the 
amount  during  those  years. 

Q.     You  have  no  other  knowledge — ? 

A.  1943,  '44  and  '45.  No,  sir,  except  from  the 
dividends  and  interest."     (Tr.  148,  149). 

The  foregoing  is  the  substance  of  all  the  testimony 
upon  which  the  Government  relied  to  convict  the  de- 
fendant of  the  crime  charged  in  the  Indictment. 

At  the  conclusion  of  the  Government's  case  the  de- 
fendant moved  the  court  to  dismiss  the  action,  or  in  the 
alternative  to  direct  the  Jury  to  return  a  verdict  of 
acquittal  and  to  enter  a  judgment  of  acquittal  against 
the  defendant  on  the  ground  that  the  Government  had 
failed  to  introduce  sufficient  evidence  upon  which  to 
sustain  a  conviction  against  the  defendant  for  the 
crime  charged  in  the  Indictment.     (Tr.  153-165). 

The  defendant  took  the  stand  in  his  own  behalf  and 
testified  that  he  entered  the  restaurant  business  in 
the  year  1919;  that  at  the  time  he  had  $6,000  (Tr. 
177) ;  that  for  a  period  of  18  years  his  wife  worked 
in  the  restaurant  with  him ;  that  the  family  took  their 
food  from  the  restaurant  and  from  "tips"  received  by 
his  wife  as  a  waitress ;  that  he  lived  a  very  modest  life, 
having  a  home  costing  $3,100;  did  not  drink,  smoke 
or  gamble,  and  never  owned  an  automobile;  that  his 
two  sons  worked  with  him  in  the  restaurant  from  time 
to  time  without  pay ;  that  he  made  a  profit  from  $7,000 


17 

to  $9,000  in  a  fishing  boat  venture  in  previous  years. 
He  submitted  his  books  from  1943  to  the  present  time 
showing  his  income  and  expenditures  for  those  years. 
(Defs.  Exs.  A-1  and  A-2).  That  he  received  no 
greater  income  from  the  restaurant  than  that  which 
was  reported  for  the  years  in  question,  (Tr.  221). 
That  Thomas  Ray  was  his  attorney  and  that  at  the 
time  of  Mr.  Ray's  death,  in  July,  1943,  defendant's 
books  of  record  were  in  Mr.  Ray's  possession  for  the 
purpose  of  compiling  State  Security  Compensation 
taxes.  That  after  the  death  of  Mr.  Ray  he  was  un- 
able to  recover  his  books.  It  is  stipulated  in  the  record 
that  Mr.  Ray  died  and  that  at  the  time  of  his  death 
he  had  the  defendant's  books,  and  that  the  files  and 
records  of  Mr.  Ray  had  been  lost  or  destroyed.  It  was 
further  testified  that  his  earnings  from  the  business 
from  the  date  he  enterd  business  in  1919  was  an  aver- 
age of  $250.00  to  $400.00  per  month,  with  the  excep- 
tion of  the  war  years,  which  were  greater.     (Tr.  186). 

Mrs.  Barcott  testified  that  she  brought  into  the 
community  $6,000;  that  their  home  expenses  were 
never  any  greater  than  $50.00  per  month  after  taking 
all  of  the  food  and  provisions  from  the  restaurant; 
that  she  received  an  average  of  not  less  than  $7.00  per 
day  from  tips,  and  that  at  the  time  of  her  mother's 
death  she  received  the  sum  of  $2,700.     (Tr.  200). 

Robert  Birch,  Certified  Public  Accountant,  testified 
that  upon  analyzing  defendant's  earnings  from  the 
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date  he  entered  business  his  earnings  should  have  been 
$173,737.00,  and  that  taking  into  account  the  initial 
investment  of  the  defendant  and  his  wife,  the  profit 
made  upon  the  boat  venture,  and  deducting  living  ex- 
penses, he  testified  that  the  defendant's  net  worth  on 
December  31,  1942,  should  have  been  not  less  than 
$99,733.21.     (Tr.  377). 

The  witness  Anton  Barcott  testified  that  he  worked 
in  the  restaurant  for  several  years  and  he  received  no 
pay;  that  his  parents  were  very  frugal,  and  that  all 
the  food  for  the  family  was  furnished  from  the  res- 
taurant.    (Tr.  324,  329). 

The  witness  Pearl  McCord  testified  that  she  worked 
in  the  restaurant  and  that  she  received  an  average  of 
$5.00  per  day  in  tips.     (Tr.  344). 

The  witness  Marie  Dascher  testified  that  she  worked 
in  the  restaurant  and  received  an  average  of  $7.00  per 
day  in  tips.     (Tr.  350). 

During  argument  counsel  for  the  prosecution  stated 
that  if  people  feel  they  can  walk  into  a  Court  Room 
like  this  and  walk  out  and  get  away  with  what  this 
man  did  they  do  not  believe  in  our  system  of  Govern- 
ment any  more.  (Tr.  434).  Upon  objection  to  the 
prejudicial  and  improper  argument  the  Court  stated 
that,  "The  last  remark  of  the  counsel  the  Jury  will 
disregard."     (Tr.  435). 

At  the  conclusion  of  the  testimony  the  defendant 


19 

moved  for  judgment  of  acquittal,  which  motion  the 
court  denied  and  allowed  an  exception  (Tr.  408,  409), 
whereupon  the  court  instructed  the  Jury,  exception 
was  taken  to  the  refusal  of  the  court  to  give  certain 
instructions  and  to  certain  instruction  given  by  the 
Court,  and  exception  allowed.  The  Jury  returned  a 
verdict  of  guilty  on  all  three  counts,  motion  for  judg- 
ment of  acquittal,  or  in  the  alternative  for  a  new  trial, 
was  interposed  and  denied  and  exception  allowed,  and 
defendant  was  committed  to  the  custody  of  the  Attor- 
ney General  of  the  United  States,  to  be  confined  in 
such  Institution  to  be  designated  by  him  for  a  period 
of  ten  months  on  each  of  the  counts,  the  sentence  to 
run  concurrently,  and  to  pay  a  fine  of  $750.00  on  each 
count.  From  the  judgment  and  sentence  this  appeal 
is  prosecuted. 

QUESTIONS  INVOLVED 

I. 

Where  a  defendant  is  charged  with  the  crime  of 
having  wilfully  attempted  to  evade  the  payment  of 
income  tax  by  failing  to  report  all  of  his  income  de- 
rived from  named  and  specified  sources,  and  the  evi- 
dence shows  that  during  a  specified  year  the  defendant 
acquired  more  war  bonds  than  could  have  been  pur- 
chased by  the  earnings  reported  by  him  during  that 
year,  without  any  further  showing,  is  that  evidence 
sufficient  to  justify  the  Trial  Court  in  submitting  the 
case  to  the  jury? 
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The  Trial  Court  answered  "yes." 

11. 

Where  the  Indictment  and  the  Bill  of  Particulars 
charge  the  accused  with  having  committed  the  crime  of 
wilful  attempted  evasion  of  payment  of  income  tax 
for  a  particular  year,  which  income  had  been  derived 
from  a  named  business  and  specified  investments,  and 
the  evidence  does  not  show  that  the  defendant  failed 
to  report  any  of  the  income  from  the  sources  named 
in  the  Bill  of  Particulars,  but  does  show  that  the  de- 
fendant acquired  more  war  bonds  than  could  have  been 
purchased  with  his  reported  income  for  that  year,  is 
there  such  a  failure  of  proof  to  sustain  the  allegations 
of  the  Indictment,  or  is  there  such  a  variance  between 
the  allegations  and  the  proof  as  to  make  it  the  duty 
of  the  Trial  Court  to  take  the  case  away  from  the  Jury 
and  enter  a  judgment  of  acquittal? 

The  Trial  Court  answered  "no." 

III. 

Where  the  Indictment  charges  the  defendant  with 
wilfully  and  knowingly  evading  the  payment  of  in- 
come tax  on  income  derived  and  received  from  speci- 
fied sources  and  the  evidence  introduced  in  support 
thereof  shows  that  the  defendant  during  the  taxable 
year  had  acquired  assets  greater  than  the  reported  in- 
come, without  further  showing  the  sources  from  where 
such  funds  were  derived,  is  said  showing  sufficient  to 
make  out  a  prima  facie  case  upon  which  to  sustain  a 
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verdict  of  guilt  and  place  upon  the  defendant  the  bur- 
den of  proving  that  such  other  assets  were  acquired 
and  purchased  with  funds  derived  from  sources  other 
than  current  income? 

The  Trial  Court  answered  "yes." 

IV. 

Where  evidence  is  introduced  to  show  that  at  the 
time  the  defendant  was  being  investigated  for  several 
different  crimes  he  made  an  offer  of  bribe  to  the  in-, 
estigating  officer,  can  such  evidence  of  attempted 
bribery  be  introduced  into  the  case  on  the  theoiy  that 
it  shows  consciousness  of  guilt  of  the  crime  for  which 
he  is  subsequently  charged? 

The  Trial  Court  answered  "yes." 

V. 

Is  the  fact  that  the  defendant  was  the  owner  of  a 
safe  deposit  box  and  that  he  entered  said  safe  deposit 
box  two  weeks  before  the  agent  examined  the  same, 
without  any  showing  that  the  defendant  had  either 
taken  or  placed  anything  in  the  box,  admissible  evi- 
dence against  the  defendant  to  support  the  crime  for 
which  he  is  being  tried? 

The  Trial  Court  answered  "yes." 

VI. 

Where  the  United  States  Attorney  appealed  to  the 
passion  and  prejudice  of  the  jury  by  requesting  con- 
viction of  the  defendant  on  the  theory  that  if  they 
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failed  to  convict  they  are  not  believers  in  our  present 
system  of  Government,  is  a  mere  statement  from  the 
Trial  Court  telling  the  jury  to  disregard  the  last  re- 
mark sufficient  to  cure  the  error  and  safeguard  the 
defendant  from  the  prejudice? 

The  Trial  Court  answered  ''yes." 

ASSIGNMENTS  OF  ERROR 


The  Court  erred  in  disallowing  the  defendant's  mo- 
tions, all  going  to  the  sufficiency  of  the  evidence : 

(a)  In  denying  defendant's  motion  for  judgment 
of  acquittal  at  the  conclusion  of  respondent's 
case.     (Tr.  153-165). 

(b)  In  deyning  defendant's  motion  for  judgment 
of  acquittal  at  the  conclusion  of  all  evidence. 
(Tr.  408-409). 

(c)  In  denying  defendant's  motion  for  judgment 
of  acquittal,  or  in  the  alternative  for  a  new 
trial.     (Tr.  458-468). 

II 

The  Court  erred  in  overruling  defendant's  objec- 
tions to  the  witness  Swanson's  testimony  pertaining 
to  defendant's  net  worth  as  of  December  31,  1942,  as 
said  witness's  conclusion  in  this  regard  is  based  only 
on  an  examination  of  assets  made  in  1946,  from  which 
he  makes  general  assumptions.     (Tr.  117-119). 
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III 

The  Court  erred  in  denying  defendant's  motion  to 
strike  the  testimony  of  the  witness  Nielsen  purporting 
to  be  a  bribe  (Tr.  76-77),  where  the  predicate  to  said 
testimony  showed  that  defendant  was  being  questioned 
relative  to  certain  bank  notes  and  was  being  investi- 
gated for  several  different  crimes. 

IV 
The  Court  erred  in  failing  to  limit  the  prosecution 
to  a  showing  that  unreported  income,  if  any,  was  de- 
rived from  the  sources  set  forth  in  the  Bill  of  Particu- 
lars.    (Tr.  166-171). 

V 

The  Court  erred  in  allowing  Exhibit  No.  11  per- 
taining to  defendant's  entry  into  a  safe  deposit  box 
to  be  admitted  in  evidence.     (Tr.  104). 

VI 

The  Court  erred  in  failing  to  give  defendant's  re- 
quested Instruction  No.  2,  and  thereby  failed  to  in- 
struct the  Jury  that  they  must  find  that  the  war  bonds 
purchased  by  the  defendant  were  acquired  with  net 
income  derived  by  the  defendant  from  the  sources  set 
forth  in  the  Bill  of  Particulars.     (Tr.  29-32). 

VII 

The  Court  erred  in  instructing  the  Jury  that  the 
defendant  could  be  convicted  if  it  were  shown  to  them 
that  the  defendant  purchased  war  bonds  in  excess  of 
his  reported  income  for  a  taxable  year.   (Tr.  450-451 ) . 
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VIII 

Prejudicial  error  which  could  not  be  cured  by  an  in- 
struction from  the  Court  to  the  Jury  to  disregard 
counsel's  remark  was  committed  by  counsel  for  the 
prosecution  when  he  in  substance  told  the  Jury  that  a 
failure  to  convict  would  indicate  they  did  not  believe 
in  our  system  of  Government  any  longer. 

ARGUMENT 

ASSIGNMENT  OF  ERROR  NO.  I 

The  Court  erred  in  disallowing  the  defendant's  mo- 
tions, all  going  to  the  sufficieny  of  the  evidence: 

(a)  In  denying  defendant's  motion  for  judgment 
of  acquittal  at  the  conclusion  of  respondent's 
case.     (Tr.  153-165). 

(h)  In  denying  defendant's  motioyi  for  judgment 
of  acquittal  at  the  conclusion  of  all  evidence. 
(Tr.  A08-I^09). 

(c)  In  denying  defendants  motion  for  judgment 
of  acquittal,  or  in  the  alternative  for  a  new 
trial    (Tr.  A58-A68). 

ASSIGNMENT  OF  ERROR  NO.  II 

The  Court  erred  in  overriding  defendant's  objec- 
tions to  the  witness  Swanson's  testimony  pertaining  to 
defendant's  net  worth  as  of  December  31, 19^2,  as  said 
witness's  conclusion  in  this  regard  is  based  only  on 
an  examination  of  assets  made  in  194-6,  from  which 
he  makes  general  assumptions.     (Tr.  117-119). 
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As  the  argument  on  the  sufficiency  of  the  evidence 
is  so  interrelated  with  the  testimony  of  the  witness 
Swanson,  Assignments  of  Errors  Nos.  I  and  II  are 
discussed  together. 

Although  the  transcript  of  record  in  this  case  is 
somewhat  lengthy,  the  issues  involved  are  relatively 
simple.  Defendant  is  charged  with  attempted  income 
tax  evasion.  The  Indictment  and  Bill  of  Particulars 
set  out  wherein  he  purportedly  failed  to  report  his 
true  income  and  in  what  amounts.  Defendant  is  ap- 
prised of  the  charges  as  particularized  and  enters  a 
plea  of  not  guilty. 

The  Sixth  Amendment  to  the  Constitution  of  the 
United  States  provides  as  follows: 

"In  all  criminal  prosecution  the  accused  shall 
enjoy  the  right  *  *  *  to  be  informed  of  the  na- 
ture and  cause  of  the  accusation;  *   *   *" 

Relying  on  the  Constitution  Amendment,  he  expected 
the  Government  to  confine  itself  to  the  charge  and  to 
prove  a  substantial  amount  of  evasion  before  he  was 
even  called  on  to  utter  a  single  word.  O'Brien  v. 
United  States,  51  F.  (2d)  193. 

The  prosecution  in  substance  proved  that  defendant 
purchased  U.  S.  War  Bonds  in  excess  of  his  income 
and  therefore  assumed  that  the  money  for  said  pur- 
chase was  earned  during  the  same  year;  then  basing 
one  assumption  on  another,  assumes  that  the  money 
was  earned  from  defendant's  restaurant  business. 
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The  entire  case,  if  any  there  be,  is  made  out  by  the 
prosecution's  witness  Swanson,  as  is  clearly  stated  by 
counsel  for  the  prosecution: 

"Now  as  far  as  our  case  is  concerned,  it  is  all 
contained  in  one  witness,  and  that  is  Mr.  Swan- 
son,  here."     (Tr.  415). 

An  examination  of  Swanson's  testimony  reveals 
that  in  the  year  1946  he  made  an  inventory  of  such 
of  the  defendant's  assets  as  were  visible  to  him.  Those 
assets  which  were  shown  to  have  been  acquired  in 
1945  were  deducted  from  the  total  figure.  Then  those 
which  indicated  acquisition  in  1944  were  again  de- 
ducted. Following  this  procedure  once  more  for  the 
year  1943,  the  witness  arrived  at  a  figure  which  he 
called  "net  worth"  as  of  December  31,  1942.  Asked 
what  method  he  used  in  establishing  the  defendant's 
income,  he  answered  as  follows : 

"This  income  was  determined  on  the  increase 
in  net  worth  basis."     (Tr.  116). 

Defendant  objected  to  a  calculation  of  net  worth  on 
this  basis.  (Tr.  119).  The  Court  overruled  the  ob- 
jection, saying: 

"I  don't  really  want  an  argument.  Now  I  un- 
derstand the  position  you  take,  and  I  am  over- 
ruling your  objection  and  allowing  you  an  excep- 
tion, so  we  will  get  along."     (Tr.  119). 

He  then  testified  defendant's  net  worth  as  of  De- 
cember 31,  1942,  was  $57,278.56.     (Tr.  119). 
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The  witness  could  not  find  any  unreported  income 
from  the  restaurant  business  from  an  examination  of 
defendant's  bank  account.  Pertaining  to  the  restaur- 
ant bank  account  he  testified  as  follows : 

"Q.     How  much  did  you  credit  him  there? 

A.     That  was  estimated  at  a  thousand  dollars. 

Q.  And  how  do  you  estimate  it  at  a  thousand 
dollars,  and  tell  the  jury  why  you  estimated  it? 

A,  That  was  an  average  monthly  balance. 
The  reason  it  was  taken  at  a  thousand  dollars, 
it  remained  at  an  average  figure  like  that,  such 
as — through  the  entire  period.  It  showed  no  ac- 
cumulations and  no  large  disappearance.  Just  a 
general  business  account."     (Tr.  121). 

Referring  to  the  year  1943  Swanson  again  states 
that  the  restaurant  bank  account  ran  at  around 
$1,000.00,  indicating  no  unusual  or  unreported  in- 
come. (Tr.  125).  There  was  a  purchase  of  $20,750 
in  bonds  during  this  year  and  Swanson  calculated  a 
net  worth  increase  of  $21,928.10.  (Tr.  127).  Of 
course  defendant  reported  $6,720.40,  which  was  one- 
half  of  the  community  earnings,  making  a  total  re- 
ported of  $13,440.80  for  the  community. 

In  1944,  again  no  increased  value  or  unusual  or  un- 
reported deposits  can  be  found  in  the  bank  account. 
(Tr.  128).  Bonds  in  the  sum  of  $19,000  were  pur- 
chased (Tr.  128)  and  net  worth  purportedly  increased 
$18,256.09.  (Tr.  129) .  In  this  year  there  was  a  total 
community  reported  income  of  $11,265.14. 
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Bonds  in  the  sum  of  $20,000  were  purchased  in  1945 
(Tr.  129)  and  there  was  a  purported  increase  in  net 
worth  of  approximately  $19,000.  The  checking  ac- 
count still  shows  no  unreported  earnings  from  the  res- 
taurant. (Tr.  129).  In  this  year  $14,777.96  was  re- 
ported by  husband  and  wife.     (Tr.  5). 

The  witness  is  quite  frank  in  stating  his  calcula- 
tions are  not  based  on  facts  but  rather  on  assumptions. 
It  was  an  assumption  that  defendant  had  only  $23,000 
in  cash  on  December  31,  1942. 

"Q.  And  after  you  examined  the  date,  you 
assumed  that  Mr.  Barcott,  all  he  had  in  that  box 
in  December  31,  1942,  was  $23,000. 

A.     That's  right. 

Q.  You  had  no  other  information  but  your 
own  assumption? 

A.     That's  right."     (Tr.  136). 

He  also  assumed  that  the  money  was  earned  the 
same  year  that  bonds  were  purchased  and  that  it  came 
from  unreported  earnings  of  the  restaurant. 

"Q.  And  what  he  purchased  after  January  1, 
1943,  then  you  assumed  he  purchased  on  that 
time? 

A.     At  the  issue  date,  yes,  sir. 

Q.  Issue  date.  And  you  assumed  that  he  got 
that  money  from  business? 

A.  Yes,  I  had  no  other  knowledge."  (Tr. 
136). 
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Again  he  states: 

"Q.  And  it  must  have  been  earned  before  the 
— between  the  first  of  January  and  the  date  in 
which  they  were  purchased  in  1943?  See  if  I 
make  myself  clear.  Any  bond  which  he  pur- 
chased during  the  year  1943,  you  assumed  that 
was  income  that  he  received  from  the  first  of 
January  during  the  year  up  to  the  date  he  pur- 
chased the  bond? 

A.     That's  right."     (Tr.  138). 
And  further  in  this  regard: 

"Q.  But  so  far  as  pertaining  to  the  cash  in 
which  he  purchased  additional  bond  in  1943,  and 
additional  bond  in  1944  and  '45,  you  had  no  in- 
formation where  the  money  came  from  except 
what  you  assumed  that  it  came  from  the  busi- 
ness? 

A.  I  assumed  it  came  from  the  business." 
(Tr.  138,  139). 

Swanson  then  testified  that  defendant  could  have 
earned  $89,291.09  up  to  the  end  of  1942,  according 
to  his  calculations.  ( Tr.  143 ) .  Then  he  takes  $36,000 
from  this  figure,  assuming  again  that  defendant's  liv- 
ing expenses  were  $125.00  per  month.     (Tr.  144). 

He  also  assumes  defendant  was  penniless  when  he 
commenced  business  in  1919,  and  that  defendant's 
wife  had  no  money: 

"Q.  And  also  then,  you  assume  that  when  he 
went  into  business  in  1919  he  didn't  have  any 
money? 

A.     That's  right,  under  this  computation. 
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Q.  I  see,  but  in  1919  when  he  went  into  busi- 
ness, you  have  no  knowledge  of  how  much  money 
he  had  to  start  in  business? 

A.     No,  sir. 

Q.  And  you  did  not  know  how  much  money 
Mrs.  Barcott  had? 

A.     No  sir."   (Tr.  148). 

In  explaining  his  theory  of  arriving  at  unreported 
income  the  witness  with  utmost  candor  shows  he  was 
not  interested  in  anchoring  his  basis  for  "net  worth" 
on  a  known,  proven  or  admitted  net  worth  founda- 
tion, but  that  he  was  guided  by  what  appeared  to  him 
as  an  increase  during  a  specific  year.  He  says  as  fol- 
lows : 

"It's  only  on  the  increase  that  a  man  makes 
from  the  beginning  of  the  year  and  the  end  of  the 
year.  So  the  amount  that  you  start  with  is  of 
little  or  no  consequence  for  the  purpose  of  deter- 
mining the  increase  of  that  year."   (Tr.  149, 149) . 

That's  the  testimony  which  "made  out"  plaintiff's 
case.  That's  what  supposedly  proved  we  had  unre- 
ported income  for  the  years  in  question;  that  we 
cheated  the  Government  by  withholding  profits  from 
our  restaurant  business.  It  is  on  this  testimony  that 
appellant  today  stands  convicted. 

The  following  is  a  quotation  of  elementary  law  with 
which  we  are  all  familiar: 

"Throughout  all  criminal  trials,   the   burden 
rests  upon  the  prosecution  to  prove  the  guilt  of 
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the  accused,  or,  in  other  words,  to  prove  each  and 
every  material  element  of  the  offense  charged, 
beyond  a  reasonable  doubt,  and  this  burden  never 
shifts  from  the  prosecution."  Wharton's  Crimi- 
nal Evidence,  Vol.  1,  Sec.  195,  p.  207. 

Swanson's  testimony  shows  only  that  our  purchase 
of  U.  S.  War  Bonds  during  war  years  exceeded  our 
income  for  the  years  in  which  the  bonds  were  pur- 
chased. There  is  not  a  scintilla  of  evidence  from  which 
it  can  be  deduced  that  the  bonds  were  purchased  with 
income  from  the  current  year,  much  less  that  any  in- 
come was  not  reported  for  taxation  purposes. 

The  law  is  well  established  in  our  federal  system 
of  jurisprudence  that  facts  which  are  equally  consist- 
ent with  innocence  as  with  guilt  cannot  serve  as  the 
basis  of  a  criminal  prosecution.  The  rule  is  set  out 
as  follows  in  Nicola  v.  United  States,  72  F.  (2d)  780 
at  page  786 : 

"Unless  there  is  substantial  evidence  of  facts 
which  exclude  every  other  hypothesis  but  that  of 
guilt,  it  is  the  duty  of  the  trial  court  to  instruct 
the  jury  to  return  a  verdict  for  the  accused ;  and 
where  all  the  substantial  evidence  is  as  consistent 
with  innocence  as  with  guilt,  it  is  the  duty  of  the 
appellate  court  to  reverse  a  judgment  of  convic- 
tion. Union  Pacific  Coal  Co.  v.  United  States, 
173  F.  737,  740  (CCA.  8) ;  Wiener  v.  United 
States,  282  F.  799,  801  (CCA.  3);  Ynsem,  v. 
United  States,  8  F.  (2d)  6  (CCA.  3) ;  Ridcnonr 
V.  United  States,  14  F.  (2d)  888  (CCA.  3)." 

Is  the  purchase  of  war  bonds  in  a  greater  amount 
than  is  one's  income  for  a  specific  year  inconsistent 
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with  any  other  hypothesis  but  that  of  guilt?  Is  it  not 
reasonable  to  buy  war  bonds  from  savings  previously 
acquired?  Is  it  not  just  as  consistent  with  innocence 
that  the  purchase  of  these  bonds  was  partly  with  cur- 
rent earnings  and  partly  with  savings?  The  answers 
are  self-evident  and  show  the  ephemeral  position  taken 
by  the  prosecution  in  this  case.  Let  us,  just  for  a 
moment,  image  how  many  other  American  citizens, 
who  in  the  hour  of  our  nation's  greatest  crisis,  dipped 
deeply  into  their  savings,  far  in  excess  of  their  cur- 
rent incomes,  to  contribute  to  their  country's  cause. 
The  number  of  prosecutions  possible  would  reach  fan- 
tastic proportions.  Does  the  law  contemplate  that 
such  people  are  prima  facie  criminals ;  and  that  proof 
of  purchase  exceeding  current  income  is  sufficient  to 
make  out  a  criminal  case  against  them? 

It  seems  to  us  that  our  Constitution  still  has  mean- 
ing, force  and  effect  and  that  we  have  not  yet  stooped 
to  the  level,  and  that  the  time  has  not  yet  arrived, 
where  a  citizen  must  prove  his  innocence  in  an  Ameri- 
can court. 

We  have  examined  all  of  the  reported  cases  and  have 
been  unable  to  find  a  single  case  in  which  it  was  even 
attempted  to  prove  guilt  on  the  basis  of  increase  in 
assets  in  excess  of  reported  income  for  a  current  year. 

In  the  case  of  Nicola  v.  United  States,  72  F.  (2d) 
780  (CCA.  3,  1934)  defendant,  who  was  the  presi- 
dent of  two  companies  known  as  the  Miller  Company 
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and  the  Point  Company,  was  indicted  for  failing  to 
report  profit  on  a  $675,000  sale,  which  sale  was  made 
through  the  Point  Company  and  was  reported  by  said 
Point  Company.  The  Government's  testimony  showed 
that  negotiations  and  sale  were  conducted  on  the  part 
of  the  Miller  Company  by  its  directors,  two  meetings 
being  held,  the  first  one  at  the  Miller  Company  and 
the  later  one  at  the  Point  Company.  As  the  Court 
remarked  at  page  785: 

"This  testimony  was,  of  course,  a  circumstance 
which  was  properly  in  the  case,  but  it  had  no  pro- 
bative value.  The  purpose  of  it  was  to  show  that 
the  defendant  was  not  only  instrumental  in  effect- 
ing the  sale,  but  that  he  did  it  for  himself  per- 
sonally and  not  for,  and  as  president  of,  the  Point 
Company.  Either  might  have  been  true,  but  it  is 
significant  that  the  last  meeting,  where  the  sale 
was  consummated  and  final  90  per  cent,  of  the 
purchase  price,  $607,000,  was  paid,  was  held  in 
the  building  of  the  Point  Company,  rather  than 
at  the  office  of  some  one  of  the  defendant's  other 
companies  which  admittedly  had  no  connection 
with  this  transaction."  Nicola  v.  United  States, 
72  F.   (2d)  780,  p.  785. 

The  Circuit  Court  applied  the  rule  that  the  trans- 
action was  as  consistent  with  innocence  as  it  w^as  with 
guilt : 

"Before  the  jury  could  find  the  defendant 
guilty,  the  government  had  to  establish  beyond  a 
reasonable  doubt  that  the  defendant  had  not  made 
the  allotment  when  the  negotiations  for  the  sale 
actually  began.  The  defendant  did  not  have  to 
prove  himself  innocent  by  showing  that  he  had 
made  the  allotment.  He  could  stand  mute  until 
the  government  had  established  his  failure  thus 
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to  make  the  allotment  beyond  a  reasonable  doubt." 
Nicola  V.  United  States,  72  F.  (2d)  780,  p.  788. 

In  PascheJi  v.  United  States,  70  F.  (2d)  491  (CCA. 
7,  1934)  the  figures  from  a  very  large  bank  account 
which  defendant  maintained  under  an  assumed  name 
were  introduced  in  evidence  as  proof  of  income  dur- 
ing the  current  year  which  he  failed  to  report.  The 
Court  very  properly  reached  the  conclusion  that  this 
bank  account  of  itself,  without  some  evidence  as  to 
where  the  money  came  from  and  that  it  was  earned 
in  the  taxable  year,  could  not  be  used  to  show  income 
tax  evasion.  The  specific  language  used  by  the  Court 
in  this  regard  is  as  follows: 

"The  Anderson  account  was  as  much  Paschen's 
own  account  as  if  it  had  been  carried  in  his  own 
name.  About  this  there  is  no  controversy.  But 
as  to  the  unidentified  balance  appearing  to  have 
been  deposited  in  the  Anderson  account  during 
that  year,  we  believe  it  involves  too  much  of  spec- 
ulation to  admit  of  indulgence  in  the  presumption 
that,  because  a  few  of  the  items  making  up  the 
large  Anderson  account  were  shown  to  have  been 
of  commercial  accounts  not  included  in  the  tax 
return,  it  therefore  follows  that  the  large  uniden- 
tified balance  of  deposits  in  the  account  repre- 
sents also  commercial  accruals  during  the  year, 
not  included  in  the  tax  return.  This  contention 
of  the  Government  cannot  be  allowed."  Paschen 
V.  United  States,  70  F.  (2d)  491,  p.  497. 

The  only  logical  conclusion  which  we  can  reach  from 
the  foregoing  analysis  of  the  evidence  and  from  the 
authorities  cited  is  that  the  defendant  purchased  war 
bonds  in  excess  of  reported  income  for  a  given  year, 
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from  which  it  is  impossible  to  deduce  that  the  pur- 
chase of  bonds  was  made  from  unreported  earnings 
of  the  taxable  year  in  question,  much  less  that  said 
purchases  are  not  consistent  with  any  theory  but  guilt. 

THE  WITNESS  SWANSON'S  TESTIMONY  AS  TO 
DEFENDANT'S  NET  WORTH  HAS  NO  BASIS  IN  FACT 

Assuming  the  Government  had  pleaded  net  worth 
as  its  basis  for  prosecution,  and  further  assuming  that 
the  theory  is  sufficient  to  permit  conviction  for  crime, 
has  the  prosecution  submitted  any  evidence  upon  which 
the  defendant's  increase  in  net  worth  during  the  speci- 
fied years  can  be  determined? 

It  is  to  be  remembered  that  the  witness  Swanson 
first  saw  defendant  in  1946  and  he  made  an  attempt 
to  figure  out  defendant's  net  worth  as  of  December 
31,  1942,  from  what  assets  he  examined  in  1946, 

It  seems  that  the  basic  figure,  the  one  upon  which 
subsequent  calculations  are  going  to  be  made,  must  be 
positively  established  before  any  calculations  of  sub- 
sequent net  worth  could  be  made.  This  is  a  matter  of 
plain  logic.  If  the  basic  figure  is  erroneous  or  im- 
properly determined  the  entire  structure  fails. 

We  must  again  call  the  Court's  attention  to  the  fact 
that  there  is  no  testimony  in  this  case  which  even  at- 
tempts to  show  defendant's  net  worth  as  of  December 
31,  1942,  except  on  assumption  made  by  a  man  from 
assets  he  examined  more  than  three  years  later.     In 
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reaching  his  conclusion,  the  witness  states  he  does  not 
know  how  much  cash  the  defendant  may  have  had  in 
December  of  1942.  The  witness  does  not  consider 
what  cash  defendant  had  when  he  commenced  business 
or  how  much  his  wife  brought  into  the  community. 
In  other  words,  defendant's  basic  net  worth  as  of  De- 
cember 31,  1942,  is  based  only  on  speculation,  sur- 
mise and  assumption. 

Our  courts  of  law  have  not  arrived  at  the  point 
where  they  will  admit  as  competent  evidence  opinions 
and  conclusions  which  are  based  on  incomplete  knowl- 
edge of  the  facts,  on  assumption,  and  on  conjecture. 
As  is  stated  in  20  Am.  Jur.,  page  667: 

"It  is  necessary,  however,  that  the  facts  upon 
which  the  expert  bases  his  opinion  or  conclusion 
permit  reasonably  accurate  conclusions  as  distin- 
guished from  mere  guess  or  conjecture." 

To  sustain  our  contention  that  defendant's  net 
worth  as  of  December  31,  1942,  was  not  established, 
the  preceding  analysis  of  Swanson's  testimony  seems 
ample  in  this  regard.  By  Swanson's  own  statement 
given  in  explanation,  wherein  he  said  in  substance 
that  he  looks  only  to  the  year  to  year  increase  of  visible 
assets  and  doesn't  care  what  a  man  may  have  accu- 
mulated over  a  long  period  of  years  or  how  earlier 
obtained  assets  may  have  been  converted  into  other 
assets  so  as  to  subsequently  appear  in  different  form, 
must  conclusively  show  to  this  Court  the  inadmissi- 
bility of  such  evidence. 
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ASSIGNMENT  OF  ERROR  NO.  Ill 

The  Court  erred  in  denying  defendant's  motion  to 
strike  the  testimony  of  the  witness  Nielsen  purporting 
to  be  a  bribe  (Tr.  76-77),  where  the  predicate  to  said 
testimony  showed  that  defendant  was  being  questioned 
relative  to  certain  bank  notes  and  was  being  investi- 
gated for  several  different  crimes. 

An  analysis  of  the  evidence  reveals  defendant  was 
not  convicted  because  there  was  any  evidence  of  his 
wrongdoing,  but  in  fact  he  was  found  guilty  by  rea- 
son of  the  introduction  of  highly  prejudicial  evidence 
which  had  no  bearing  on  the  issues,  consisting  princi- 
pally of  the  witness  Nielsen's  testimony  pertaining  to 
an  attempted  bribe. 

This  evidence  was  not  admissible  because  no  causal 
connection  could  be  made  between  the  purported  offer 
of  bribe  and  the  crime  with  which  defendant  was  ulti- 
mately charged. 

Evidence  of  attempted  bribery,  if  admissible  at  all 
as  a  collaterial  matter  to  the  prosecution  for  another 
offense,  can  only  be  offered  for  the  purpose  of  show- 
ing a  consciousness  of  guilt. 

Wigmore  classes  it  as  ''Conduct  Evidencing  a  Weak 
Cause"  and  places  it  in  the  same  category  as  flight. 
Wigmore,  Sections  276  and  278,  Volume  2,  3rd  Edi- 
tion. Wharton  classes  both  attempts  to  bribe  and 
flght  as  "Conduct  of  the  Defendant  Subsequent  to 
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Act."  Sections  301  and  306,  Volume  1,  Wharton's 
Criminal  Evidence,  11th  Edition.  Wharton  states  as 
follows : 

"Flight  because  of  one  crime  is  not  admissible 
in  evidence  as  guilt  in  another."    Section  301. 

If  there  is  going  to  be  a  showing  of  consciousness 
of  guilt  it  seems  apparent  that  if  an  offer  of  bribe 
were  made  to  atone  for  a  different  crime  than  the  one 
for  which  defendant  is  being  prosecuted,  the  intro- 
duction of  such  evidence  is  without  the  issues  and 
would  be  most  prejudicial,  as  it  introduces  evidence 
concerning  a  crime  with  which  defendant  is  not 
charged.  In  the  case  of  flight,  if  defendant  ran  away 
to  avoid  prosecution  for  one  crime  and  was  prosecuted 
for  another,  the  evidence  of  flight  is  not  competent. 

In  the  case  of  State  v.  Whitney,  254  Pac.  525, 
(Idaho  1927)  evidence  of  flight  was  held  prejudicial 
where  it  could  not  be  shown  that  the  defendant  was 
fleeing  from  the  crime  for  which  he  was  subsequently 
charged.     The  Court  said  as  follows: 

"Flight  in  respect  to  another  and  different  of- 
fense is  not  to  be  considered  as  evidence  of  the 
guilt  of  an  offense  from  which  there  was  no  flight. 
16  C.  J.  Sec.  1066,  pp.  552,  553;  Peovle  v.  Vidal, 
121  Cal.  221,  53  P.  558.  It  appears  from  the 
state  s  evidence  that  appellant  was  not  conscious 
of  guilt  of  the  crime  of  obtaining  money  by  false 
pretenses,  but  was  conscious  of  guilt  of  having 
left  the  state  with  an  automobile  of  which  he  was 
not  the  owner."  State  v.  Whitney,  254  P.  525. 
p.  527. 
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In  our  case,  the  first  time  the  witness  Nielsen  met 
the  defendant  he  informed  the  defendant  as  follows: 

"I  told  Mr.  Barcott  the  purpose  of  investigat- 
ing such  transactions  was  to  determine  if  the 
money  was  used  in  black  market  activities,  and 
if  the  money  was  properly  reported  for  income 
tax  purposes."     (Tr.  72). 

On  cross-examination  he  admitted  that  he  told  de- 
fendant he  was  investigating  the  large  bills  with  ref- 
erence to  Internal  Revenue  matters,  black  market  or 
some  similar  matter.  (Tr.  79).  Defendant's  testi- 
mony is  that  nothing  was  said  to  him  about  income 
taxes.  (Tr.  228).  He  didn't  know  why  he  was  be- 
ing investigated  on  that  first  visit.     (Tr.  287). 

Assuming  the  truth  of  the  agent's  testimony,  as  we 
must  in  this  argument,  how  can  any  living  person  say, 
that  if  a  bribe  was  actually  offered  that  it  was  to 
avoid  prosecution  on  an  income  tax  evasion  charge? 
How  can  any  court  say  that  it  was  not  offered  to  atone 
for  illicit  black  market  activities?  It  could  have  been, 
for  either  crime,  or  even  some  other  Internal  Revenue 
matter. 

It  is  submitted  that  under  the  predicate  laid  for  the 
admission  of  this  testimony  the  original  objection  to 
its  admission  should  have  been  sustained.  (  Tr.  75). 
In  any  event,  the  motion  to  strike  it  and  instruct  the 
Jury  to  disregard  it  should  have  been  granted. 
(Tr.  77). 

Following  our  argument  in  support  of  judgment  of 
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acquittal,  or  in  the  alternative  for  a  new  trial,  the 
court's  misapprehension  as  to  the  testimony  is  clearly 
indicated  in  its  following  statement: 

"I  cannot  recall  a  word  of  testimony  by  the  In- 
ternal Revenue  agents  that  they  ever  stated  to  the 
defendant  that  they  were  investigating  him  for 
black  market  activities.     (Tr.  470). 

The  second  argument  against  the  admissibility  of 
this  testimony  is  that  no  corpus  delicti  was  ever  estab- 
lished in  the  case.  Of  course  the  order  of  proof  is 
discretionary  with  the  Trial  Court.  The  argument 
on  this  point  presents  a  moot  question  at  this  time  as 
the  failure  to  prove  the  basic  elements  of  the  crime, 
as  alleged,  automatically  called  for  a  judgment  of  ac- 
quittal. 

The  ultimate  result  is  that  the  case  went  to  the  Jury 
without  proof  of  unreported  income  in  a  substantial 
amount  as  alleged,  and  the  inadmissible  evidence  of 
bribery  is  what  drove  home  a  conviction  for  the  prose- 
cution. 

ASSIGNMENT  OF  ERROR  NO.  IV 
The  Court  erred  in  failing  to  limit  the  prosecution 
to  a  showing  that  unreported  income.,  if  any,  2vas  de- 
rived from  the  sources  set  forth  in  the  Bill  of  Par- 
ticulars.    (166-171). 

In  this  case  defendant  was  furnished  with  a  Bill  of 
Particulars  wherein  the  prosecution  enumerated  the 
sources  from  which  they  claimed  he  received  unre- 
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ported  income.  (Tr.  17).  From  what  has  already 
been  said,  it  is  apparent  that  there  was  no  showing 
that  unreported  income,  if  any  there  was,  came  from 
any  of  the  enumerated  sources. 

Proof  as  to  failure  to  report  sufficiently  for  interest 
and  dividends  was  totally  lacking,  so  sources  listed 
for  these  items  are  not  material.  We  are  then  con- 
fronted with  the  sole  question  of  whether  appellant 
received  unreported  income  from  the  restaurant 
known  as  the  California  Oyster  House. 

The  witness  Swanson  repeatedly  admitted  he  didn't 
know  from  what  sources  the  money  came  for  bond 
purchase,  always  assuming  it  was  from  the  restau- 
rant. 

When  no  proof  was  offered  that  defendant  failed 
to  report  all  of  his  income  from  the  restaurant  busi- 
ness our  various  motions  for  judgments  of  dismissal 
were  made.  The  Court  denied  these  motions.  The 
Court  was  of  the  opinion  that  a  Bill  of  Particulars 
does  not  have  the  efficacy  that  it  once  had  in  our  sys- 
tem of  jurisprudence.    The  Court  said  as  follows: 

"I  might  suggest  to  counsel  that  in  the  earlier 
days  of  the  practice  of  criminal  law,  the  office 
of  a  bill  of  particulars  in  the  Federal  Courts  was 
more  strictly  construed  than  it  is  under  the  new 
rules  of  civil  procedure.  The  Government  is  not 
required  to  prove  the  shortage  in  the  return  was 
the  exact  sum  that  was  set  forth."     (Tr.  170). 

We  agree  with  the  Court's  statement  that  the  prose- 
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cution  need  not  prove  the  exact  amount  alleged  in  the 
bill,  so  long  as  it  is  substantial,  but  that  is  not  the 
question.  Our  problem  is  a  total  lack  of  proof  indi- 
cating failure  to  report  from  the  source  particularized. 
We  submit,  on  the  basis  of  the  following  authorities, 
that  the  Trial  Court  was  in  error  when  it  stated  that 
under  the  new  rules  a  Bill  of  Particulars  has  lost  its 
efficacy  and  that  it  can  be  disregarded,  once  it  is  given. 

In  the  case  of  United  States  v.  Pierce,  245  Fed.  888 
at  page  890,  the  following  language  is  used  : 

"When  the  charges  of  an  indictment  are  so  gen- 
eral that  they  do  not  advise  the  defendant  of  the 
specific  acts  of  which  he  is  accused,  the  court  may 
direct  that  a  bill  of  particulars  be  furnished  him 
so  that  he  may  properly  prepare  his  defense.  Ket- 
tenhach  v.  United  States,  202  Fed.  377,  382,  120 
CCA.  505.  The  granting  or  refusal  of  the  bill 
of  particulars  rests  in  the  sound  discretion  of  the 
court.  Rosen  v.  United  States,  161  U.  S.  29,  35, 
16  Sup.  Ct.  434,  480,  40  L.  Ed.  606;  Breese  v. 
United  States,  106  Fed.  680,  682,  45  CCA.  535. 
When  a  bill  of  particulars  is  once  made  and 
served,  'it  concludes  the  rights  of  all  parties  who 
are  to  be  affected  by  it ;  and  he  who  has  furnished 
a  bill  of  particulars  under  it  must  be  confined  to 
the  particulars  he  has  specified,  as  closely  and 
effectually  as  if  they  constituted  essential  allega- 
tions in  a  special  declaration.'  Commonwealth  v. 
Giles,  1  Gray  (Mass.)  466,  cited  and  approved  in 
D^inlop  V.  United  States,  165  U.  S.  486,  491,  17 
Sup.  Ct.  375,  41  L.  Ed.  799.  In  United  States  v. 
Adams  Express  Co.  (D.C)  119  Fed.  240,  it  is 
said : 

"  'The  office  of  a  bill  of  particulars  is  to  advise 
the  court,  or  more  particularly  the  defendant,  of 
what  facts,  more  or  less  in  detail,  he  will  be  re- 
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quired  to  meet,  and  the  court  will  limit  the  gov- 
ernment in  its  evidence  to  those  facts  set  forth 
in  the  bill  of  particulars.'  " 

The  following  cases  are  all  in  accord  with  the  above 
mentioned  rule  of  law  and  specifically  set  forth  that 
in  the  trial  of  the  case  the  Court  will  limit  the  Gov- 
ernment to  its  evidence  to  those  facts  set  forth  in  the 
Bill  of  Particulars. 

United  States  v.  Adams  Express  Co.,  (Dist. 
Court,  S.  D.  Iowa,  E.D.  1902),  119  Fed.  240. 

Kettenhach  v.  United  States  (CCA.  9,  1913), 
202  Fed.  377. 

Braatenlien  r.  United  States  (CCA.  8,  1945), 
147  F.  (2d)  888.  • 

United  States  v.  McKay  (Dist.  Court.  E.  D.  Mich., 
S.  D.  1942),  45  Fed.  Supp.  1001. 

United  Sttacs  v.  Gouled  (Dist.  Court,  S.  D.  N.  Y. 
1918),  253  Fed.  239. 

United  States  v.  Allied  Chemical  &  Dye  Corp. 
(Dist.  Court,  S.D.  N.Y.  1941),  42  Fed.  Supp. 
425. 

With  all  due  respect  to  the  opinion  of  the  learned 
Trial  Court,  we  have  found  nothing  which  indicates 
that  the  rule  pertaining  to  the  office  of  the  Bill  of  Par- 
ticulars is  in  any  wise  different  than  it  was  at  the 
time  when  the  above  mentioned  cases  determined  that 
the  Government  was  bound  and  restricted  by  its  Bill 
of  Particulars.  Rule  7  (f )  of  Criminal  Procedure  pro- 
vides as  follows: 
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'The  court  for  cause  may  direct  the  filing  of  a 
bill  of  particulars.  A  motion  for  a  bill  of  particu- 
lars may  be  made  only  within  ten  days  after  ar- 
raignment or  at  such  other  time  before  or  after 
arraignment  as  may  be  prescribed  by  rule  or  or- 
der. A  bill  of  particulars  may  be  amended  at 
any  time  subject  to  such  conditions  as  justice 
requires." 

At  page  228  of  the  1947  Cumulative  Annual  Pocket 
Part  of  Title  18  of  the  U.  S.  Code  Annotated,  the  fol- 
lowing note  of  Advisory  Committee  on  Rules  appears : 

"Note  to  Subdivision  (f).  This  rule  is  substan- 
tially a  restatement  of  existing  law  on  bills  of 
particulars." 

We  are  unable  to  find  any  authority,  modern  or 
otherwise,  which  permits  the  Trial  Court  to  disregard 
the  Bill  of  Particulars,  once  given.  To  allow  the  Gov- 
ernment to  prove  its  case  by  going  outside  the  Indict- 
ment as  limited  by  the  Bill  of  Particulars  results  in  a 
fatal  variance  between  the  pleading  and  the  proof, 
which  entitles  the  defendant  to  a  judgment  of  ac- 
quittal. 

In  Guilbeau  v.  United  States  (CCA.  5,  1923),  288 
Fed.  731,  the  defendant  was  charged  with  the  sale 
of  morphine  sulphate,  and  the  evidence  introduced 
showed  a  sale  of  morphine  hydrochloride.  The  Court 
said  at  page  732  of  the  decision  as  follows: 

*'We  are  of  opinion  that  the  variance  was  ma- 
terial. Morphine  is  a  derivative  of  opium.  Ac- 
cording to  the  evidence,  morphine  sulphate  is  a 
compound  which  contains  morphine  and  sulphuric 
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acid,  while  morphine  hydrochloride  is  a  com- 
pound which  contains  morphine  and  a  radical 
combined  with  a  chloride.  The  description  of  one 
of  the  compounds  in  which  morphine  is  a  con- 
stituent element  excludes  all  other  compounds, 
and  must  be  proved  as  laid,  even  though  the  in- 
dictment might  have  used  more  general  terms. 
United  States  v.  Hardyman,  13  Pet.  176,  10  L. 
Ed.  IIZ;  Najtzger  v.  United  States,  200  Fed.  494, 
118  CCA.  598;  1  Bishop's  New  Criminal  Pro- 
cedure, Sec.  488 ;  1  Wharton's  Criminal  Evidence, 
Sec.  121;  Fidford  v.  State,  50  Ga.  591;  Robinson 
V.  States,  60  Tex.  Cr.  R.  592,  132  S.  W.  944.  The 
averment  is  one  of  substance,  Jin  Fuey  Moij  r. 
United  States,  254  U.  S.  189,  41  Sup.  Ct.  98,  65 
L.  Ed.  214 ;  and  the  variance  is  not  cured  by  the 
Act  of  February  26,  1919,  40  Stat.  1181  (Comp. 
St.  Ann.  Supp.  1919,  Sec.  1246),  Ex  parte  Bain, 
121  U.  S.  1,  7  Sup.  Ct.  781,  30  L.  Ed.  849. 

'The  defendant  was  put  on  notice  by  the  indict- 
ment that  the  charge  against  her  was  the  unlaw- 
ful sale  of  a  particular  compound,  and  a  convic- 
tion cannot  be  sustained  upon  proof  of  a  different 
compound  than  that  charged.  If  the  rule  against 
a  material  variance  be  considered  technical,  yet 
it  is  sound,  because  it  is  based  upon  the  constitu- 
tional guaranty  that  an  accused  shall  be  informed 
of  the  nature  and  cause  of  the  accusation  against 
him,  and  only  by  adhering  to  it  can  the  danger  of 
misleading  a  defendant  be  avoided." 

On  the  basis  of  the  foregoing  authorities,  which  set 
out  the  general  rule,  it  would  seem  to  us  that  the  prose- 
cution would  not  have  been  permitted  to  introduce 
evidence  pertaining  to  unreported  income  received  by 
the  defendant  from  a  gambling  venture,  fishing  ven- 
ture, barber  shop,  clothing  store,  or  other  possible 
sources. 
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How  much  worse  the  evil  becomes  when  the  prose- 
cution attempts  to  show  unreported  income  generally, 
making  it  utterly  impossible  for  the  defendant  to  know 
where  or  how  to  defend,  merely  assuming  that  it  came 
from  the  particularized  source.  The  assumption  gives 
us  nothing  upon  which  we  can  base  an  answer. 

To  come  into  Court  with  generalities,  possibilities 
and  assumptions  upon  which  the  Jury  is  allowed  to 
speculate  violates  the  rules  hereinbefore  announced 
relative  to  Bills  of  Particulars.  The  case  was  not 
proved  and  judgment  of  acquittal  should  have  been 
ordered  either  at  the  close  of  plaintiff's  case,  at  the 
close  of  all  evidence,  or  after  verdict  of  the  Jury. 

ASSIGNMENT  OF  ERROR  NO.  V 

The  Court  erred  in  allowing  Exhibit  No.  11  pertain- 
ing to  defendant's  entry  into  a  safe  deposit  box  to  be 
ad^nitted  hi  evidence.     (Tr.  lOU). 

The  witness  Nielsen's  testimony  in  substance  is  that 
on  January  28,  1946,  he  questioned  the  defendant  con- 
cering  certain  bills  which  defendant  stated  he  had  in 
a  safe  deposit  box.  (Tr.  71).  Defendant  volunteered 
to  show  them  to  Nielsen  and  they  went  to  the  box  for 
this  purpose.  ( Tr.  72 ) .  There  is  nothing  in  Nielsen's 
testimony  to  show  that  defendant  was  questioned  as 
to  any  other  assets  or  concerning  any  other  box,  the 
purpose  here  being  only  to  identify  the  bank  notes. 
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On  Februaiy  13th  when  Nielsen  and  Swanson  made 
an  inventory  of  the  contents  of  the  original  box  they 
asked  about  other  boxes  and  defendant  infoi'med  them 
that  he  had  another  in  the  Washington  Building  which 
he  allowed  them  to  examine.  Nothing  was  found 
therein  except  business  papers.     (Tr.  114-115). 

The  witness  Kerr  was  called  to  show  that  defendant 
had  entered  the  Washington  Building  safe  deposit  box 
on  January  13th.  Exhibit  No.  11  was  offered  for  this 
purpose  and  admitted  over  defendant's  objection.  (Tr. 
103-104).  It  is  defendant's  contention  that  this  evi- 
dence was  erroneously  admitted. 

Wigmore  in  Volume  1,  Sec.  9,  p.  289  (3rd  Edition), 
states  that  the  following  rule  is  axiomatic: 

''None  but  facts  having  rational  probative  value 
are  admissible." 

It  directly  proves  only  one  fact,  namely,  that  the  de- 
fendant entered  his  own  safe  deposit  box  on  January 
13,  1946,  which  fact  has  no  probative  value. 

As  was  said  as  early  as  1875  in  Levison  v.  State, 
54  Ala.  528: 

''The  rule  is  clear  and  well-defined  that  facts 
and  circumstances  which  when  proved  are  inca- 
pable of  affording  any  reasonable  presumption  or 
inference  in  regard  to  the  material  fact  or  inquiry 
involved  are  not  admissible  as  evidence." 

In  the  case  of  Jones  v.  United  States  (CCA.  5, 
1947)  164,  Fed.  (2d)  398,  the  court  granted  a  new 
trial  and  said  as  follows: 
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"*  *  *  it  was  of  the  greatest  importance  to  a 
just  and  fair  trial  that  defendant  be  protected 
from  prejudice  arising  out  of  other  matters  not 
germane  to  the  trial,  and  that  his  defense,  his 
reasons  for  not  returning  the  income  until  1945 
and  for  the  other  things  that  he  had  done,  he  fully 
and  fairly  submitted  to  the  jury. 

"Instead  of  being  tried  in  this  way,  the  prose- 
cution was  allowed,  without  adequate  check  or 
curative  action,  to  bring  into  the  cause  collateral 
matters  which  they  deemed  would  be,  and  which 
were,  damaging  lo  the  defendant."  Jones  v. 
United  States,  164  Fed.  (2d)  398,  p.  400. 

Only  one  conclusion  can  be  reached  regarding  this 
evidence,  namely,  that  it  was  injected  into  the  case 
for  the  sole  purpose  of  prejudicing  the  minds  of  the 
Jury  against  the  defendant.  This  conclusion  is 
strongly  supported  by  argument  of  counsel  to  the  Jury. 
(Tr.  417,  420,  432,  433). 

ASSIGNMENT  OF  ERROR  NO.  VI 

The  Court  erred  in  failing  to  give  defendants  re- 
quested Instruction  No.  2,  and  thereby  failed  to  in- 
struct the  Jury  that  they  must  find  that  the  war  bonds 
'purchased  by  the  defendant  were  acquired  with  net 
income  denved  by  the  defendant  from  sources  set  forth 
in  the  Bill  of  Particidars.    (Tr.  29-32). 

The  Court  failed  to  give  portions  of  defendant's 
Instruction  No.  2,  as  indicated  by  the  Court's  remarks 
thereon : 

"You  are  instructed  that  the  prosecution  relies 
upon  what  has  been  referred  to  by  the  Govern- 
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merit's  witness  as  the  'net  worth'  of  the  defend- 
ant on  a  certain  date ;  that  is,  that  the  defendant's 
'net  worth'  or  that  the  total  assets  owned  by  the 
defendant  on  December  31,  1942,  were  of  a  stated 
amount,  and  that  between  Januaiy  1,  1943,  and 
the  31st  day  of  December,  1943,  his  assets  or  'net 
worth'  had  increased  to  an  amount  over  and 
above  what  he  reported  was  his  net  income  for 
that  year;  likewise,  the  prosecution  contends  that 
his  net  worth  on  the  1st  day  of  January,  1944,  was 
a  stated  amount,  and  that  at  the  end  of  that  year 
his  'net  worth'  or  assets  had  increased  to  an 
amount  greatly  in  excess  of  the  amount  which  he 
reported  was  his  net  income  for  the  year.  The 
same  contention  is  made  for  the  year  1945. 

Given  in  substance. 

You  are  instructed  that  the  prosecution  must  prove 
to  you,  beyond  all  reasonable  doubt,  the  following 
facts: 

(a)  That  the  defendant  on  December  31.  1942.  did 
not  own  or  possess  any  greater  amount  of  assets 
or  'net  worth'  than  that  which  the  prosecution 
claims  the  defendant  owned  on  that  date. 

Refused. 

(b)  That  betv^•een  the  1st  day  of  January,  1943, 
and  the  31st  day  of  December  of  that  year, 
the  assets  or  'net  worth'  of  the  defendant  in- 
creased substantially  to  an  amount  in  excess 
of  what  he  reported  was  his  net  income  for 
that  year. 

Given  in  substance. 

(c)  That  the  assets  purchased  for  the  year  1943 
were  purchased  and  acquired  with  net  income 
of  the  defendant  derived  from  the  following 
soiu'ces : 

Refused. 
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1.  Dividends  from  the  Fishermen's  Packing  Cor- 
poration of  Anacortes,  Washington; 

2.  Interest  from  savings  accounts  in  the  National 
Bank  of  Washington,  Tacoma,  Washington,  from  a 
real  estate  contract  and  personal  property  conditional 
sales  contract  in  which  Antone  Barcott  was  the  pur- 
chaser ; 

3.  Interest  on  bonds  from  U.  S.  Savings  Bonds, 
Series  G; 

4.  Net  income  from  his  business  known  as  the 
California  Oyster  House,  940  Pacific  Avenue,  Tacoma, 
Washington,  and  from  no  other  sources. 

(d)  That  the  defendant  wilfully  and  knowingly, 
for  the  purpose  of  evading  a  large  amount 
of  tax,  did  file  or  cause  to  be  filed  with  the 
Collector  of  Internal  Revenue  a  false  and 
fraudulent  income  tax  and  victory  tax  re- 
turn wherein  he  stated  that  his  net  income 
for  that  year  was  substantially  less  than 
the  net  income  of  the  defendant. 

The  same  rule  of  law  applies  for  the  calendar  years 
1944  and  1945. 

A  'substantial  amount'  means  an  amount  substan- 
tially in  excess  of  what  the  defendant  actually  paid. 

Unless  the  Government  has  proven  to  you,  beyond 
all  reasonable  doubt,  the  foregoing  facts,  it  is  your 
duty  to  acquit  the  defendant. 

Refused."     (Tr.  30,  31,  32). 
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The  defendant  excepted  to  this  failure  to  instruct. 
(Tr.  411).  By  failing  to  give  Section  (c)  of  this  in- 
struction the  Jury  was  allowed  to  convict  the  defend- 
ant without  proof  that  unreported  income,  if  any,  was 
derived  from  the  sources  enumerated  in  the  Bill  of 
Particulars.  The  field  has  been  thrown  wide  open  to 
the  Jury.  Unreported  income  from  any  source  what- 
soever is  deemed  sufficient.  The  defendant  has  been 
trapped  by  being  led  to  believe  that  he  would  come  into 
Court  and  defend  on  certain  specified  matters,  and 
then  being  faced  with  a  conviction  concerning  matters 
about  which  he  was  never  informed. 

Our  argument  concerning  the  fourth  Assignment 
of  Error  pertaining  to  Bills  of  Particulars  is  also 
appropriate  to  this  Assignment  of  Error. 

ASSIGNMENT  OF  ERROR  NO.  VII 

The  Court  erred  in  instructing  the  Jury  that  the 
defendant  coidd  be  convicted  if  it  were  shoivn  to  them 
that  the  defendant  purchased  war  bonds  in  excess  of 
his  reported  income  for  a  taxable  year.   (Tr.  4,50-451). 

The  Court  gave  the  following  instruction  to  the 
Jury : 

"It  calculated  the  net  worth  of  the  defendant 
at  the  close  of  the  tax  year  of  1942,  and  the  begin- 
ning of  the  tax  year  1943,  and  then,  calculating 
from  that  basis,  as  a  net  w^orth,  at  the  close  of 
each  of  the  succeeding  three  years,  it  charges  the 
defendant  with  earnings  as  evidenced  by  the  in- 
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crease  in  his  net  worth  for  each  of  these  years. 
The  Government  therefore  relies  upon  the  fact 
that  when  such  an  increase  is  shown,  it  has  estab- 
lished circumstantially  that  such  income  was  tax- 
able income  and  was  acquired  by  the  defendant 
in  each  of  the  years  1943,  '44  and  '45. 

"Now  an  essential  element  of  the  offense  herein 
is  that  the  defendant's  taxable  income  was  greater 
than  that  which  he  reported.  If  such  fact  is  not 
proven,  then  you  would  find  the  defendant  not 
guilty. 

"If  you  find  from  the  evidence  that  the  in- 
creased net  worth  of  the  defendant  in  the  years 
in  question  here  measured  the  taxable  income  of 
the  defendant  in  a  substantial  amount  over  that 
reported  by  the  Collector — by  him  to  the  Collector 
of  Internal  Revenue,  such  fact  would  be  one  of 
the  essential  elements  in  the  charge  which  the 
Government  makes.  You  would  then  consider  it 
together  with  all  of  the  other  facts  and  circum- 
stances given  in  evidence  in  this  case,  and  then 
determine  whether  his  actual  taxable  earnings 
during  the  years  '43,  '44  and  '45,  are  established 
by  the  evidence  to  your  satisfaction  beyond  a  rea- 
sonable doubt  when  measured  by  the  net  worth 
at  the  beginning  and  ending  of  the  year."  (Tr. 
460-451). 

The  giving  of  this  instruction  was  simply  a  con- 
tinuation of  the  Court's  errors  as  set  forth  in  the 
Assignments  of  Error  Nos.  I,  II  and  IV.  The  instruc- 
tion embodies  the  theory  that  a  mere  showing  of  the 
purchase  of  war  bonds  in  excess  of  reported  income 
for  a  taxable  year  made  out  a  yrima  facie  case  against 
the  defendant.  The  Court  told  the  Jury  if  they  found 
from  the  evidence  that  the  increased  net  worth  of  the 
defendant  measured  the  taxable  income  in  a  substan- 
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tial  amount  over  that  reported,  such  fact  would  be 
one  of  the  essential  elements  in  the  charge  against  the 
defendant.  The  difficulty  with  the  proposition  is  that 
the  Jury  has  no  way  or  means  of  knowing  whether 
the  bond  purchases  were  from  taxable  income  earned 
during  the  years  in  question  and  not  reported  to  the 
Collector.  The  mere  possession  of  assets  shown  to  have 
been  acquired  in  a  particular  year  offers  no  proof  that 
such  acquisition  was  from  current  earnings,  let  alone 
that  it  was  from  unreported  earnings.  All  that  the 
Jury  did  or  could  have  done  was  to  hazard  a  guess  as 
to  when  the  money  for  the  purchase  of  said  bonds  was 
obtained. 

It  is  to  be  noted  further  that  no  reference  is  made 
in  the  instruction  that  the  Jury  must  find  unreported 
income  to  have  come  from  the  sources  enumerated  in 
the  Bill  of  Particulars.  In  the  first  paragraph  of  said 
instruction  the  Court  sets  out  the  Government's  theory 
as  follows: 

"The  Government  therefore  relies  upon  the  fact 
that  when  such  an  increase  is  shown,  it  has  estab- 
lished circumstantially  that  such  income  was  tax- 
able income  and  was  acquired  by  the  defendant 
in  each  of  the  years  1943,  '44  and  '45."  (Tr.  450- 
451).     (Italics  ours). 

Here  the  Court  treats  the  acquisition  of  assets  actually 
as  income,  failing  to  mention  that  it  is  for  the  Jury 
to  find  whether  the  acquisition  was  or  was  not  income. 
By  so  doing  the  Court  usurps  a  question  of  fact  from 
the  Jury's  province. 
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ASSIGNMENT  OF  ERROR  NO.  VIII 

Prejudicial  error  which  could  not  be  cured  by  an 
instruction  from  the  Court  to  the  Jury  to  disregard 
counseVs  remark  was  committed  by  counsel  for  the 
prosecution  when  he  in  substance  told  the  Jury  that  a 
failure  to  convict  ivould  indicate  they  did  not  believe 
in  our  system  of  Government  any  longer. 

In  concluding  his  argument  to  the  Jury  counsel 
made  the  following  prejudicial  argument: 

"You  and  I  know,  when  we  see  these  hearings 
on  communism  back  in  Congress  today.  We  hear 
about  what  is  going  on  all  over  the  world,  and  our 
system  of  government  today  is  standing  a  test. 
We  are  being  tried.  If  people  feel  that  you  can 
walk  into  a  court  room  like  this  and  walk  out  and 
get  away  with  what  this  man  did,  they  don't  be- 
lieve in  our  system  any  more. 

Mr.  Gagliardi  :  I  object  to  counsel's  remarks 
as  improper  and  prejudicial  and  not  called  for, 
and  not  supported  by  the  evidence,  and  as  appeal- 
ing to  the  passion  and  prejudice  of  the  jury,  and 
I  am  excepting  to  his  argument,  your  Honor. 

The  Court:  The  last  remark  of  counsel  the 
jury  will  disregard."     (Tr.  434-435). 

As  we  view  the  foregoing  statements  of  counsel,  it 
appears  that  the  Jury  were  told  in  substance  that  they 
would  either  convict  the  defendant  or  else  be  placed 
in  the  position  of  being  found  to  have  lost  faith  with 
our  system  of  Government.  This  is  in  utter  disregard 
for  the  rule  that  guilt  must  be  determined  on  the  evi- 
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dence  and  it  nullifies  the  instructions  pertaining  to 
reasonable  doubt  and  presumption  of  innocence. 
Whether  the  Court's  comment  to  disregard  the  last 
remark  was  sufficient  to  eradicate  the  prejudice  raised 
by  the  argument  is  extremely  problematical. 

We  quote  the  following  from  the  case  of  Singer  v. 
United  States  (CCA.  3,  1932),  58  Fed.  (2d)  74, 
which  appears  to  be  appropriate  at  this  time  : 

"Innocent  men  may  be  indicted  and  convicted,  and 
guilty  men  may  be  acquitted,  but  both  good  and 
bad  men  are  alike  entitled  to  the  application  of 
the  rules  of  evidence  which  courts  throughout  the 
ages  have  found  to  be  best  for  the  fair  and  im- 
partial administration  of  the  law.  When  these 
rules,  under  the  stress  and  strain  of  a  trial,  have 
been  violated,  it  does  not  cure  the  injury  to  reply 
with  the  stereotyped  argument  that  it  does  not 
appear  it  in  any  wise  influenced  the  minds  of  the 
jury.  The  reply  the  law  makes  to  such  sugges- 
tion is  'that,  after  injecting  it  into  the  case  to 
influence  the  jury,  the  prosecutor  ought  not  to  be 
heard  to  say,  after  he  has  secured  a  conviction,  it 
was  harmless.'  Miller  v.  Territorij  of  Oklahoma 
(CCA),  149  F.  330,  339,  9  Ann.  Cas.  389;  Coul- 
stonv.  U.S.  (CCA),  51  F.  (2d)  178, 182."  Singer 
V.  United  States,  58  F.  (2d)  74,  p.  77. 

When  the  direct  representative  of  our  Government 
tells  the  Jury  that  a  failure  to  convict  is  tantamount 
to  being  classed  as  subversive,  it  appears  to  us  that 
a  digression  on  the  facts  in  the  case  amounts  to  preju- 
dicial error  which  is  incurable,  and  we  submit  it  to  the 
consideration  of  this  Court  on  that  proposition. 
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CONCLUSION 

We  respectfully  submit  to  this  Honorable  Court 
that  the  corpus  delicti  was  not  established  by  the  prose- 
cution; that  evidence  of  the  acquisition  of  war  bonds 
in  excess  of  returned  income  for  a  given  year  is  no 
proof  that  said  assets  were  acquired  with  current  in- 
come, or  that  said  income  was  taxable  income,  or  that 
the  acquisition  was  made  from  unreported  earnings; 
that  the  acquisition  of  said  assets  is  perfectly  consist- 
ent with  innocence  and  is  not  such  a  circumstance  as 
points  to  guilt  to  the  exclusion  of  every  other  hy- 
pothesis. 

We  further  respectfully  submit  that  in  an  income 
tax  evasion  case  evidence  of  an  attempt  to  bribe  for 
the  purpose  of  showing  a  consciousness  of  guilt  is  inad- 
missible where  the  predicate  to  said  testimony  shows 
that  the  defendant  was  being  questioned  and  investi- 
gated for  crimes  other  than  income  tax  evasion  at  the 
time  of  the  reported  attempted  bribe,  and  it  is  un- 
known for  which  crime  he  may  have  attempted  atone- 
ment. 

It  is  also  submitted  that  evidence  pertaining  to  the 
defendant's  entry  into  his  own  safe  deposit  box,  with- 
out any  showing  that  the  defendant  either  placed 
therein  or  removed  any  assets  therefrom,  was  inad- 
missible, as  it  was  a  collateral  matter  without  proba- 
tive force  or  effect,  from  which  no  reasonable  infer- 
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ence  could  be  drawn  which  would  tend  to  prove  the  de- 
fendant guilty  of  income  tax  evasion,  the  only  purpose 
which  it  could  have  served  being  to  prejudice  the  minds 
of  the  Jury  against  the  defendant  and  to  find  him 
guilty  on  conjecture  and  speculation. 

It  is  also  respectfully  submitted  that  when  a  Bill 
of  Particulars  is  once  given  to  a  defendant  that  the 
prosecution  is  thereafter  limited  thereby  and  that 
where  the  Bill  of  Particulars  sets  out  the  sources  from 
which  it  is  claimed  that  the  defendant  failed  to  report 
income,  a  failure  to  show  unreported  income  from  the 
enumerated  sources  is  a  total  failure  of  proof,  and  evi- 
dence that  there  may  have  been  unearned  income  from 
another  source  or  any  source  generally  is  at  fatal  vari- 
ance with  the  pleadings. 

It  is  also  submitted  that  where  a  witness  is  per- 
mitted to  draw  a  conclusion  from  his  ow^n  testimony 
that  said  conclusion  cannot  be  admitted  in  evidence 
unless  it  reasonably  appears  that  the  facts  upon  which 
it  is  based  are  sufficiently  complete  to  afford  an  accu- 
rate deduction  therefrom,  and  that  the  witness  Swan- 
son's  testimony  pertaining  to  the  defendant's  net  worth 
as  of  December  31,  1942,  was  based  entirely  upon  his 
conjecture  and  without  knowledge  of  the  facts,  which 
would  make  his  conclusion  untrustworthy  and  there- 
fore inadmissible. 

As  acquisition  of  war  bonds  in  excess  of  income  for 
a  given  year  fails  to  establish  a  prima  facie  case  of 
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income  tax  evasion,  the  Trial  Court's  instruction  to 
the  effect  that  it  does  establish  such  a  case,  and  that 
the  Jury  is  authorized  to  convict  the  defendant  thereon, 
places  the  burden  upon  the  defendant  to  prove  his 
innocence. 

We  also  submit  that  a  failure  to  instruct  the  Jury- 
that  they  must  find  unreported  income,  if  any,  to  have 
come  from  the  sources  enumerated  in  the  Bill  of  Par- 
ticulars permitted  the  Jury  to  speculate  and  consider 
sources  concerning  which  the  defendant  had  no  knowl- 
edge, and  against  which  the  defendant  was  not  pre- 
pared to  defend. 

When  the  United  States  District  Attorney  tells  the 
Jury  in  substance  that  they  must  either  convict  the 
defendant  or  be  classed  with  those  opposed  to  our  sys- 
tem of  Government,  we  submit  further  that  this  preju- 
dicial departure  from  the  facts  and  the  law  of  the 
case  was  incurable. 

Therefore,  we  most  earnestly  submit  that  by  rea- 
son of  the  total  failure  of  proof  of  the  charges  made 
against  the  defendant,  the  judgment  and  sentence  of 
the  Trial  Court  are  erroneous  and  should  be  set  aside, 
with  directions  given  to  the  Trial  Court  to  enter  a 
judgment  of  acquittal.  In  the  alternative,  a  new  trial 
should  be  granted  because  of  the  errors  committed  in 
the  admission  of  irrelevant  and  prejudicial  evidence 
and  because  of  misconduct  on  the  part  of  the  United 
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States  District  Attorney  in  making  his  argument  to 
the  Jury. 

Respectfully  submitted, 

GAGLIARDI,  URSICH  &  GAGLIARDI, 

and 

FRANK  HALE, 

Attorneys  for  Appellant. 
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JURISDICTION 

Jurisdiction  on  this  appeal  is  conceded  for  the 
reasons  stated  by  appellant. 

STATEMENT  OF  THE  CASE 

The  Charge. 

The  appellant  was  charged  by  an  indictment  con- 
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taining  three  counts  with  violations  of  26  U.S.C. 
145(b)  for  willful  income  tax  evasion  for  the  calen- 
dar years  of  1943,  1944  and  1945.    (R.  2-5). 

A  summary  of  the  figures  as  to  income  reported 
and  actually  received,  and  tax  paid  and  actually  due, 
as  charged  in  the  indictment  follows: 

Income  Actual  Tax  Actual 

Calendar  Year       Reported  Income  Reported  Tax  Due 

1943  $6,720.40  ?12,406.33  $1545.38  $3,646.25 

1944  5,632.57  9,926.61  1288.45  2,727.85 

1945  7,388.98  11,138.92  1833.36  3,201.96 

The  appellant  plead  not  guilty  and  after  trial  to 
a  jury  was  found  guilty  on  all  three  counts.  (R.  37) 
Pursuant  to  the  verdict,  and  on  November  24,  1947 
a  judgment  was  entered  imposing  imprisonment  for 
ten  months,  and  a  fine  of  $750.00  on  each  count,  the 
terms  of  imprisonment  to  run  concurrently  and  the 
fines  to  be  accumulative.   (R.  41) 

The  Facts. 

Mr.  Stanley  Nielsen,  an  Agent  of  the  Bureau  of 
Internal  Revenue,  had  learned  of  the  defendant  hav- 
ing obtained  ten  one-thousand  dollar  bills  with  cur- 
rency of  ordinary  denomination.  (R.  71)  On  Janu- 
ary 28,  1946,  having  such  information,  the  agent 
called  upon  Mr.  Barcott  and  advised  him  that  he  was 
investigating  the  currency  transaction.  Barcott  of- 
fered to  take  the  agent  to  his  safety  deposit  box  to 
show  him  the  $10,000.    (R.  72)   Upon  opening  the 


safety  deposit  box  the  defendant  produced  two  pack- 
ages of  currency,  stating  it  to  be  the  $10,000  they 
had  been  talking  about.  He  did  not  get  this  currency 
from  his  safety  deposit  box,  however,  but  from  his 
person,  and  instead  of  its  being  $10,000  it  actually 
was  $20,000  in  currency.    (R.  73-74) 

Nielsen,  the  agent,  inventoried  the  contents  of  the 
safety  deposit  box  in  the  presence  of  Barcott,  and 
found  it  to  contain  an  additional  $3,000  in  currency, 
and  approximately  $75,000  face  value  of  government 
war  bonds.  (R.  74)  During  the  course  of  making 
this  inventory  Barcott  made  several  offers  of  cash 
and  other  valuables,  to  the  agent  to  induce  him  to 
make  a  favorable  report.   (R.  75,  76). 

At  a  later  date,  on  February  13,  1946,  the  same 
agent,  together  with  another  Internal  Revenue  Agent, 
Harry  Swanson,  went  with  the  defendant,  and  again 
inventoried  the  contents  of  this  safety  deposit  box, 
and  the  same  contents  were  found  in  it.  (R.  77,  115) 
On  this  occasion  the  agents  for  the  first  time  learned 
that  Barcott  had  another  safety  deposit  box.  This 
was  inspected  by  the  agents  on  February  13,  and  at 
this  time  it  was  found  to  contain  only  miscellaneous 
papers.     (R.  78,  115) 

The  foregoing  facts  are  all  admitted  by  the  de- 
fendant, except  the  attempt  to  bribe  Nielsen,  which 


fact  the  defendant  denied. 

Immediately  after  leaving  Nielsen  on  the  occa- 
sion of  the  first  inventory  of  the  defendant's  safety 
deposit  box,  the  defendant  made  an  entry  into  his 
other  safety  deposit  box.  He  again  entered  this  sec- 
ond box  the  following  morning  at  9:02  A.  M.  and  was 
unable  to  explain  the  purpose  of  that  entry.  (R.  294-6; 
plaintiff's  exhibits  10  and  11). 

The  date  of  issue  on  the  war  bonds  will,  of  course, 
show  the  approximate  date  of  purchase.  (R.  122; 
plaintiff's  exhibits  4,  5,  and  6).  During  the  year  1943 
the  defendant  purchased  bonds  at  a  cost  to  him  in  the 
sum  of  $20,750.  (R.  126)  During  1944  his  increase 
in  war  bonds,  at  a  cost  to  him,  was  in  the  sum  of 
$19,000  (R.  128),  and  in  1945  he  purchased  bonds  at 
a  cost  to  him  in  the  sum  of  $20,000  (R.  129). 

Harry  0.  Swanson,  an  Internal  Revenue  Agent, 
had  made  a  comprehensive  check  of  the  known  assets 
of  the  defendant.  (R.  116).  These  assets  consisted 
of  the  war  savings  bonds  and  cash  in  the  sum  of  $23,- 
000,  which  were  found  in  his  safety  deposit  box;  a 
checking  account  in  the  name  of  California  Oyster 
House,  and  a  savings  account  in  the  name  of  the  de- 
fendant (R.  88;  plaintiff's  exhibits  7  and  8,  a  real 
estate  and  conditional  sales  contract  in  favor  of  the 
defendant  (R.  88-9;  plaintiff's  exhibit  9);  14  shares 
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of  capital  stock  of  Fishermen's  Packing  Corporation 
(R.  105-9;  plaintiff's  exhibit  12) ;  and,  of  course,  the 
equipment  in  his  place  of  business,  the  California 
Oyster  House,  and  certain  real  estate. 

On  the  basis  of  this  information  Swanson  com- 
puted the  defendant's  increase  in  net  worth  during 
the  period  from  January  1,  1943  through  December 
31,  1945.  (R.  116-30).  He  computed  the  defendant's 
net  worth  at  the  beginning  of  the  period  as  being 
$57,278.56  (R.  119  and  124),  and  in  doing  so  gave 
him  credit  for  the  $23,000  in  cash  as  though  he  had 
that  cash  on  hand  at  the  beginning  of  the  period. 
(R.  121).  At  the  end  of  1943  the  net  worth  had  in- 
creased to  $79,206.60,  an  increase  of  $21,928.10. 
(R.  127).  At  the  end  of  1944  the  net  worth  had  in- 
creased to  $97,462.75,  an  increase  during  the  year  of 
$18,256.09.  (R.  129).  At  the  end  of  1945  the  net 
worth  had  increased  to  $116,316.60,  a  net  increase  for 
the  year  of  $18,853.85.    (R.  130  and  133). 

This  same  agent,  Mr.  Swanson,  checked  the  in-, 
come  tax  returns  of  the  defendant  for  the  period  from 
1919  through  1942.  During  some  of  these  years  the 
defendant  filed  an  income  tax  return,  which,  of  course, 
showed  his  income  for  those  years.  In  other  years 
during  this  period  no  return  was  filed  by  him.  For 
the  purpose  of  determining  the  highest  possible  net 


worth  of  the  defendant  as  of  the  end  of  1942  Swan- 
son  computed  his  maximum  earnings  for  this  24-year 
period,  i.e.,  from  1919  to  1942,  as  reflected  by  the 
tax  returns  filed,  and  the  maximum  exempt  earnings 
in  those  years  in  which  no  returns  were  filed.  From 
the  total  arrived  at  by  this  method  the  agent  then  de- 
ducted the  cost  of  living  for  Barcott  and  his  family, 
estimated  at  $125.00  per  month.  This  left  a  net  worth 
as  of  December  31,  1942  of  $53,000.  This  figure 
corroborated  rather  closely  the  net  worth  as  of  the 
same  date  in  the  sum  of  $57,278.00,  which  the  agent 
had  arrived  at  from  an  investigation  of  the  known 
assets  of  Barcott.    (R.  142-4). 

On  May  22,  1940  Barcott  surrendered  a  portion 
of  his  stockholding  in  Fishermen's  Packing  Corpora- 
tion in  payment  of  a  $200.00  note  which  he  had  owed 
that  corporation  since  1932.  (R.  149,  150;  plaintiff's 
exhibit  14).  This  stock  paid  him  6%  dividend  within 
twenty  days  after  he  surrendered  a  portion  of  it. 
(R.  274). 

The  foregoing  facts  were  all  disclosed  in  the  gov- 
ernment's case  in  chief.  Additionally  it  was  shown  in 
the  defendant's  case  that  during  the  years  1937  to 
1942  inclusive  the  defendant  purchased  numerous 
pieces  of  furniture  and  equipment  on  installment  con- 
tracts.   (R.  405-6). 
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The  defense  submitted  was  to  the  general  effect 
that  the  defendant  had  accumulated  some  $100,000 
prior  to  1942  from  his  restaurant  business  and  that 
he  was  enabled  to  accumulate  this  sum  because  there 
were  no  deductions  therefrom  for  living  expenses  or 
otherwise;  that  all  living  expenses  during  the  period 
from  1920  through  1938  were  paid  from  tips  received 
by  the  defendant's  wife,  who  during  that  period 
worked  in  the  restaurant. 

The  defendant  produced  a  Certified  Public  Ac- 
countant, Robert  E.  Birch,  who  computed  the  de- 
fendant's possible  net  worth  as  of  the  end  of  1942. 
He  did  it  in  much  the  same  manner  as  the  Internal 
Revenue  agent  had,  except  that  his  computation  was 
based  upon  information  given  to  him  by  Mr.  Barcott, 
without  records  to  verify  it,  and  his  computation  in- 
cluded tips  reportedly  received  by  the  defendant's 
wife  at  the  rate  of  $7.50  per  day  for  300  days  a  year 
during  the  16  year  period  from  1920  through  1935. 
(R.  368).  He  arrived  at  a  net  worth  figure  substan- 
tially in  excess  of  that  determined  by  Mr.  Swanson, 
the  Internal  Revenue  agent,  but  his  computation  also 
showed  that  Barcott  had  understated  his  income  for 
tax  purposes  by  $43,686.18.   (R.  397). 
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ARGUMENT 

We  shall  discuss  the  appellant's  Assignment  of 
Errors  in  the  same  order  as  they  have  been  argued 
in  appellant's  brief. 

Sufficiency  of  the  Evidence. 

In  presenting  this  issue,  the  appellant  includes 
with  it  their  second  assignment  of  error,  which  claims 
error  in  the  admission  of  Swanson's  testimony  as  to  net 
worth  as  of  December  31,  1942,  on  the  ground  that 
it  was  based  upon  assumptions. 

As  we  conceive  their  argument  on  this  issue,  it 
is  that  Swanson's  computation  of  increase  in  net  worth 
during  the  three  years  in  question  was  based  pri- 
marily upon  the  increase  in  accumulation  of  war 
bonds  during  those  years,  and  that  it  was  pure  as- 
sumption that  such  bonds  were  purchased  from  earn- 
ings during  those  years.  This  argument  overlooks 
the  testimony  of  Swanson  to  the  effect  that  he  got 
this  information  directly  from  Barcott.  Swanson 
testified  as  follows:    (R.  136). 

"Q.  And  what  he  purchased  after  January  1, 
1943,  then  you  assumed  he  purchased  on  that 
time? 
A.  At  the  issue  date,  yes,  sir. 
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Q.  Issue  date.    And  you  assumed  that  he  got 

that  money  from  the  business? 
A.  Yes,  I  had  no  other  knowledge. 

Q.  You  had  no  other  knowledge.   You  made  no 

other  inquiry? 
A.  I  made  other  inquiry,  yes,  sir. 

Q.  Where  did  you  inquire? 

A.  We  inquired  from  Mr.  Barcott,  he  was  asked 
numerous  times  after  the  first  contact  if  he 
had  any  other  source  of  income. 

Q.  Just  asked  the  sources  of  income? 
A.  That's  right." 

It  also  ignores  the  testimony  of  Nielson  as  to 
what  Barcott  told  him,  as  follows: 

"I  have  always  filed  income  tax  returns  in  the 
operation  of  my  restaurant,  and  I  ordinarily 
accumulate  $5,000  or  $6,000,  and  purchase  U.  S. 
Savings  bonds."   (R.  72). 

That  testimony,  if  believed  by  the  jury,  was  an 
admission  by  Barcott  that  the  money  used  in  the  pur- 
chase of  these  bonds  came  from  the  earnings  from  his 
restaurant  business.  In  view  of  such  information 
coming  from  the  defendant,  there  was  no  need  or 
basis  for  assumption  on  the  part  of  the  witness.  It 
then  became  an  admitted  fact. 
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Terming  this  evidence  of  Swanson's  as  pure  as- 
sumption the  appellant  therefore  contends  that  there 
was  not  sufficient  evidence  to  submit  the  case  to  the 
jury.  This  same  contention  on  strikingly  similar  facts 
has  been  urged  in  numerous  other  cases  and  rejected. 

Almost  identical  issues  and  contentions  are  pre- 
sented in  the  case  of  Gleckman  vs.  U.  S.  80  F.  (2d) 
394  (CCA.  8).  In  this  case  also  the  government 
agents  were  unable  to  determine  income  by  resort  to 
the  defendant's  books  or  records  because  of  the  lack 
thereof,  and  so  they  predicated  their  proof  upon  an 
examination  of  deposits  made  in  defendant's  bank 
accounts.  They  were  unable,  however,  to  trace  the 
sources  of  these  deposits.  Concerning  the  testimony 
the  court  stated  at  page  397: 

"It  appeared  on  the  trial  that  there  had  been  de- 
posits made  to  the  credit  of  Mr.  and  Mrs.  Gleck- 
man in  the  two  banks  during  1929  amounting  to 
$156,822.06,  of  which  the  auditor  was  able  to 
trace  and  eliminate  $63,915.48  as  nontaxable 
loans,  stock  and  bond  transactions,  and  rents  and 
salaiy  items,  leaving  a  balance  of  untraceable 
cash  and  unexplained  deposits  of  $92,906.58." 

And  again  on  pages  398  and  399: 

"There  was  no  direct  testimony  to  show  what 
business  transacted  by  Mr.  Gleckman  had  pro- 
duced the  large  sums  of  money  that  accrued  to 
him  in  addition  to  the  items  reported  in  his  re- 
turn. There  was  no  direct  proof  of  any  specific 
deals  or  transactions  outside  of  those  included 
in  his  return  which  were  shown  to  have  netted 
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Mr.  Gleckman  any  gains  or  profits.  All  of  the 
testimony  adduced  for  the  defendant  concerned 
the  large  items  of  receipts  that  accrued  from  non- 
taxable transactions,  and  none  of  the  govern- 
ment's witnesses  testified  to  any  particular  gain 
accruing  to  Mr.  Gleckman  from  any  specific 
transactions  beside  those  reported  by  him.  There- 
was  no  direct  testimony  that  he  received  any  divi- 
dends from  his  distillery  or  other  stocks. 

And  it  is  the  contention  of  the  appellant  that 
the  prosecution  must  fail  on  that  account.  *  *  * 
But  the  argument  is  that  as  the  government 
could  not  prove  where  or  how  or  from  whom  Mr. 
Gleckman  got  the  sums  aggregating  more  than 
$150,000  shown  to  have  come  into  his  hands  dur- 
ing the  year  over  and  above  all  the  items  elimi- 
nated by  the  auditors  and  all  of  the  items  includ- 
ed in  his  income  report,  it  could  not  be  found 
that  he  earned  it  or  that  it  came  to  him  as  gains 
or  profits.  The  point  is  particularly  insisted 
upon  with  reference  to  the  untraceable  items  and 
the  cash  items  of  the  bank  deposits.  Such  items 
it  is  said  may  just  as  well  have  been  drawn  from 
nontaxable  transactions  as  from  services  or  busi- 
ness." 

In  considering  the  sufficiency  of  the  evidence, 

the  court  states  at  page  399 : 

"Undoubtedly  the  burden  was  upon  the  govern- 
ment to  prove  that  an  income  tax  was  due  from 
Mr.  Gleckman  for  the  years  in  question  over  and 
above  the  amount  returned  —  he  could  not  be 
guilty  of  attempting  to  evade  or  defeat  a  tax 
unless  some  tax  was  due.  O'Brien  v.  United 
States  (C.C.A.  7)  51  F.  (2d)  193.  It  may  be  con- 
ceded also  that  the  bare  fact,  standing  alone, 
that  a  man  has  deposited  a  sum  of  money  in  a 
bank  would  not  prove  that  he  owed  income  tax 
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on  the  amount;  nor  would  the  bare  fact  that  he 
received  and  cashed  a  check  for  a  large  amount, 
in  and  of  itself,  suffice  to  establish  that  income 
tax  was  due  on  account  of  it. 

On  the  other  hand,  if  it  be  shown  that  a  man 
has  a  business  or  calling  of  a  lucrative  nature 
and  is  constantly,  day  by  day  and  month  by 
month,  receiving  moneys  and  depositing  them  to 
his  account  and  checking  against  them  for  his 
own  uses,  there  is  most  potent  testimony  that  he 
has  income,  and,  if  the  amount  exceeds  exemp- 
tions and  deductions,  that  the  income  is  taxable." 
(Citing  cases). 

And  again  at  page  401: 

"The  gist  of  the  charge  here  is  that  there  was  a 
tax  due  and  a  willful  attempt  to  evade  it.  Tes- 
timony sufficient  to  satisfy  the  jury  beyond  a 
reasonable  doubt  upon  the  issue  was  all  that  was 
required  and  the  proof  that  large  amounts  were 
taken  out  of  some  kind  of  business  and  were  used 
as  his  own  by  the  defendant,  considered  together 
with  the  circumstantial  evidence  referred  to  and 
the  evidence  tending  to  show  that  he  had  unre- 
ported net  gains  during  the  year  and  that  his  net 
worth  was  increased  thereby,  required  submis- 
sion to  the  jury." 

To  show  the  similarity  in  the  contentions  now 
made  by  appellant  and  those  rejected  by  appellate 
courts  in  other  cases,  we  quote  the  court's  statement 
of  the  appellant's  contention  in  the  case  of  Malone  vs. 
U.  S.  94  F.  (2d)  281  (CCA.  7)  appearing  at  page 
287,  as  follows: 

"The  fourth  assignment  relates  to  the  refusal  of 
the  court  to  direct  a  verdict.     It  is  defendant's 
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contention  that  there  is  no  proof  of  guilt.  By  this 
is  meant  there  is  no  evidence  proving  that  the 
unreported  bank  deposits  were  income,  as  distin- 
guislied  from  a  gift,  inheritance,  or  loan,  and 
even  if  they  were  shown  to  have  been  income, 
there  was  no  proof  that  such  were  income  earned 
for  the  years  in  question." 

In  this  case  the  appellant  during  the  years  in- 
volved was  a  member  of  the  Illinois  State  Tax  Com- 
mission, which  commission  fixed  the  capital  stock  tax 
of  domestic  corporations  in  that  state.  The  govern- 
ment's evidence  showed  that  there  were  large  de- 
posits in  currency  to  the  bank  accounts  of  the  de- 
fendant over  and  above  his  reported  income.  There 
was  some  circumstantial  evidence  that  some  of  these 
cash  deposits  came  from  corporations  whose  capital 
stock  tax  was  before  the  tax  commission  for  deter- 
mination. The  defendant,  however,  testified  that  they 
were  from  an  accumulation  of  money  received  as  cam- 
paign contributions  in  prior  years,  and  held  in  a  safe- 
ty deposit  box  in  cash  until  the  deposits  were  made 
in  his  bank  accounts.  In  holding  that  the  govern- 
ment's evidence  made  a  case  for  the  jury  the  court 
said,  beginning  at  page  287: 

"We  have  heretofore  set  forth  rather  fully  the 
testimony  and  shall  not  do  so  again.  The  fact 
that  the  defendant,  in  addition  to  his  other  re- 
ported income,  deposited  in  the  bank  such  large 
amounts  of  currency  on  so  many  occasions  under 
the  circumstances  shown  by  this  record,  while  of 
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itself,  not  sufficient,  is  nevertheless  a  rather  con- 
vincing circumstance  in  support  of  the  charge. 
Notwithstanding  defendant's  contention  to  the 
contrary,  we  think  the  language  of  the  court  in 
Gleckman  v.  U.  S.,  8  Cir.,  80  F.  (2d)  394  is  ap- 
plicable here.  There  it  was  said  on  page  399: 
*If  it  be  shown  that  a  man  has  a  business  or 
calling  of  a  lucrative  nature  and  is  constantly, 
day  by  day,  and  month  by  month,  receiving  mon- 
eys and  depositing  them  to  his  account  and  check- 
ing against  them  for  his  own  uses,  there  is  most 
potent  testimony  that  he  has  income,  and,  if  the 
amount  exceeds  exemptions  and  deductions,  that 
the  income  is  taxable.' 

It  is  said  this  language  is  inapplicable  to  the  pres- 
ent case  inasmuch  as  Gleckman  was  secretly  in 
the  illicit  liquor  business;  that  in  the  instant  case 
there  is  no  evidence  of  any  business  conducted 
by  the  defendant  other  than  that  from  which 
defendant's  income  was  accounted  for  in  his  re- 
turns. We  do  not  agree  with  this  contention.  The 
fact  is,  there  is  evidence  to  support  the  conclu- 
sion that  defendant  had  a  rather  lucrative  in- 
come in  connection  with  his  membership  on  the 
Tax  Commission.  From  such  source,  it  may  be 
concluded,  he  received  $32,500  in  1927;  $31,000 
in  1928;  $15,000  in  1929,  and  $41,000  in  1930. 
The  fact  that  the  final  assessments  against  cor- 
porations from  whom  this  money  was  received, 
were  decreased,  in  connection  with  the  circum- 
stances under  which  the  defendant  received  the 
money,  was  sufficient  to  justify  a  jury  in  believ- 
ing the  same  was  received  by  the  defendant  as 
bribes,  and  that  at  least  a  sizable  portion  of  the 
currency  deposits  came  from  such  a  source  and 
constituted  a  part  of  defendant's  income.  The 
evidence  that  defendant's  net  worth  during  the 
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years  in  question  was  increased  in  an  amount 
somewhat  similar  to  the  amount  of  the  currency 
deposits  is  not  without  significance. 

When  the  defendant  was  interviewed  by  internal 
revenue  agents  in  1930,  he  surely  knew  the  pur- 
pose of  the  investigation  was  to  ascertain  if  there 
had  been  an  evasion  of  income  tax.  Instead  of 
explaining  the  source  of  the  currency  deposits, 
he  displayed  an  ignorance  concerning  the  same 
which  cannot  be  attributed  to  one  of  his  experi- 
ence and  intelligence.  Neither  is  it  consistent 
with  innocence.  The  excuse  is  offered  for  him 
that  his  failure  to  make  an  explanation  at  that 
time  was  due  to  the  secrecy  attending  the  man- 
ner in  which  he  received  the  funds.  We  are  un- 
able to  perceive  why  the  divulging  of  such  a  sor- 
did secret  could  not  have  been  made  at  that  time 
with  as  much  propriety  and  even  more  so  before 
two  revenue  agents,  in  a  private  office,  rather 
than  before  a  jury  and  the  world  a  few  years 
later.  It  is  more  reasonable  to  conclude  that  the 
explanation  now  offered  was  not  in  existence  at 
that  time.  Thus,  his  refusal  to  explain,  when 
given  an  opportunity,  is  another  circumstance 
pointing  toward  guilt.  There  was  no  burden,  of 
course,  upon  the  defendant  to  testify  at  the  trial. 
He  could  explain  the  source  of  the  rather  fab- 
ulous sums  deposited  in  his  bank  account  and  used 
in  his  business,  or  not,  just  as  he  saw  fit.  When, 
however,  he  became  a  witness  and  sought  to  ex- 
plain, the  jury  was  not  bound  to  accept  his  story 
as  true.  Their  verdict  discloses  they  disbelieve 
him,  and  in  this,  we  think,  they  were  entirely 
justified.  In  corroboration  of  defendant's  ex- 
planation, our  attention  is  called  to  fabulous  sums 
often  expended  in  presidential  campaigns.  This 
affords  little,  if  any,  support  to  the  story  as  re- 
lated by  defendant.  The  determination  of  such 
questions  of  fact,  however,  are  within  the  prov- 
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ince  of  the  jury  and  we  find  no  reason  to  dis- 
agree." 

In  Guzik  v.  United  States,  54  F.  (2d)  618 
(CCA.  7),  an  income  tax  case  predicated  upon  un- 
reported income  as  shown  by  bank  deposits,  the  court 
held  at  page  620  as  follows: 

"Appellant  also  contends  that  the  trial  court  erred 
in  overruling  his  motions  for  a  directed  verdict 
on  the  ground  that  the  government  failed  to 
prove  a  net  taxable  income  in  excess  of  the 
amount  shown  on  the  appellant's  returns.  As 
we  stated  in  the  Oliver  Case,  supra,  even  though 
the  deposits  in  themselves  were  not  sufficient 
evidence  to  establish  the  conclusion  that  they 
were  all  income,  they  nevertheless  were  substan- 
tial evidence  of  income.  *  *  *  *  in  the  instant 
case  there  was  direct  evidence  to  the  effect  that 
a  considerable  part  of  the  large  sums  deposited 
in  appellant's  bank  accounts  came  from  the  op- 
eration of  gambling  businesses  in  a  suburb  of  the 
city  of  Chicago.  Moreover,  other  evidence,  while 
not  as  direct,  was  about  as  persuasive  that  other 
sums  so  deposited  came  from  his  participation  in 
other  enterprises  in  the  nature  of  a  gambling 
business,  such  as  dog  races,  etc. 

It  may  be  true  that  appellant  did  not  receive 
for  himself  all  of  the  profits  of  these  gambling 
businesses,  but  that  profit  nevertheless  was 
turned  over  to  him  and  under  his  direction  placed 
in  his  bank  account.  It  may  also,  be  true  that 
substantial  sums  were  by  him  paid  out  for  the 
protection  of  these  unlawful  businesses,  leaving 
his  net  profits  considerably  less  than  those 
claimed  by  the  government.  But  if  such  deduc- 
tions were  made,  or  if  the  sums  deposited  in 
appellant's    name    were    subsequently    divided 
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among  others  interested  with  him,  there  is  no 
word  from  him  nor  from  other  witnesses  to  es- 
tablish the  possibility. 

Certainly  the  evidence  in  this  case  respecting  the 
guilt  of  the  accused  was  not  only  sufficient  to  go 
to  the  jury,  but,  in  the  absence  of  any  explana- 
tion or  denial,  appellant's  guilt  seems  well  es- 
tablished." 

In  the  case  of  Murray  v.  U.  S.  117  F.  (2d)  40 
(CCA.  8)  the  defendant  during  the  years  involved 
was  Director  of  Public  Works  at  Kansas  City,  Mis- 
souri and  was  WPA  Administrator  for  the  state  of 
Missouri.  In  these  capacities  it  was  his  duty  to  let 
contracts  for  public  works.  It  was  shown  that  he  re- 
ceived substantial  sums  of  money,  not  reported  by  him 
as  income,  from  certain  contractors  who  had  obtained 
large  public  works  contracts  through  the  defendant's 
offices.  The  defendant  admitted  receipt  of  the  sums 
of  money,  but  claimed  that  they  were  gifts.  In  con- 
sidering the  sufficiency  of  the  evidence  the  court  held 
beginning  at  page  43: 

"If  the  money  and  bonds  received  by  defendant 
were  not  gifts,  they  were  income  and  a  failure 
to  include  them  in  his  income  tax  return,  if  will- 
ful, would  constitute  an  attempt  to  evade  and 
defeat  the  income  tax.    (Citing  cases) 

"It  is  urged  by  the  defendant  that  his  convic- 
tion rests  solely  upon  circumstantial  evidence,  and 
hence,  must  be  of  such  probative  character  as  to 
exclude  every  reasonable  hypothesis  but  that  of 
guilt,  and  be  inconsistent  with  his  innocence.  The 
evidence  need  only  be  examined  to  an  extent 
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necessary  to  determine  that  there  was  substan- 
tial evidence  if  believed  by  the  court,  to  sustain 
the  court's  finding  of  guilt  beyond  a  reasonable 
doubt. 


The  only  evidence  in  the  record  inconsistent  with 
the  defendant's  guilt  is  his  testimony  that  he  re- 
ceived gifts.  The  lower  court,  whose  business 
it  was  to  judge  of  the  credibility  of  the  witnesses, 
held  that  this  testimony  was  incredible.  The 
court  accepted  defendant's  acts,  rather  than  his 
words,  as  speaking  the  truth.  His  secretive  use 
of  cash,  his  explanation  of  his  right  to  the  "cut" 
in  the  prison  contract,  and  his  favoritism  to  the 
concerns  in  which  the  donors  had  an  interest, 
are  all  inconsistent  with  the  innocent  receipts  of 
gifts." 

It  will  be  noted  that  in  the  foregoing  cases  the  un- 
reported income  in  most  of  them  first  came  to  light  by 
deposits  in  bank  accounts.  In  our  own  case  the  un- 
reported funds  first  came  out  of  hiding  when  invest- 
ed in  government  bonds.  There  would  seem  to  be 
no  substantial  basis  for  a  distinction  in  the  two  sit- 
uations. However,  in  the  case  of  U.  S.  v.  Johnson, 
123  F.  (2d)  111  (CCA.  7)  the  court  held  that  a 
question  for  the  jury  is  presented  even  where  the  evi- 
dence goes  no  further  than  to  show  spending  during 
the  year  in  excess  of  the  reported  income.  The  court 
so  held  beginning  at  page  124 : 

"The  Government  sought  to  sustain  the  charge 
that  Johnson  failed  to  report  all  of  his  taxable 
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income  for  the  years  1936  to  1939,  inclusive  on 
two  distinct  theories:   *   *   *   * 

(b)  By  offering  proof  that  he  expended  in  said 
years  more  cash  than  he  had  available  for  spend- 
ing, according  to  the  income  reported." 

"On  the  expenditure  theory,  however,  the  case 
is  more  favorable  to  the  Government.  This  theory 
was  sought  to  be  established  by  proving  a  state- 
ment purported  to  have  been  made  by  Johnson 
on  January  1,  1932,  that  he  had  cash  on  hand 
in  the  amount  of  $78,000.  Thereafter  his  in- 
come, as  disclosed  by  his  returns  and  his  expenses, 
was  shown  year  by  year.  The  expenses,  as  shown 
by  the  Government  from  1932  to  1939,  were 
greatly  in  excess  of  his  income  for  the  same 
period.  Admittedly,  under  this  theoiy,  the  proof 
failed  to  establish  the  charge  as  to  the  year 
1936.  His  income  as  reported  for  that  year,  plus 
what  he  had  on  hand  at  the  beginning  of  the 
year,  exceeded  his  expenditures  by  more  than 
$184,000.  For  the  year  1937,  however,  his  ex- 
penditures exceeded  his  income  by  $106,000;  for 
1938  by  $367,000,  and  for  1939,  by  $151,000. 
True,  there  is  a  dispute  as  to  many  of  the  items 
involved  in  these  calculations,  and  as  to  some  of 
them,  a  serious  dispute.  We  are  of  the  opinion, 
however,  that  the  proof  of  his  income  on  this 
so-called  expenditure  theory  was  sufficient  to 
present  a  jury  question.  As  the  proof  on  this 
theory,  however,  does  not  support  the  charge  as 
to  the  year  1936,  (count  one)  Johnson's  motion 
for  a  directed  verdict  as  to  that  count  should 
have  been  allowed.  As  to  the  other  counts,  it 
was  properly  denied." 

The  fair  import  of  these  cases  is  that  while  a 
showing  of  deposits  or  expenditures  in  excess  of  re- 
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ported  income  standing  alone  may  not  be  sufficient, 
that  when  such  evidence  is  combined  with  other  di- 
rect or  circumstantial  evidence,  that  a  case  is  made 
for  the  jury's  determination.  In  the  present  case 
there  is  substantial  evidence  in  addition  to  that  of 
the  increased  assets,  pointing  to  and  corroborating 
such  increased  assets  being  income  for  the  years  in 
question.  Some  of  the  more  obvious  elements  of  such 
evidence  are  as  follows:  The  defendant's  secretive 
hoarding  of  large  sums  of  currency  in  safety  deposit 
boxes;  his  attempted  bribe  of  the  agent  when  first 
confronted  with  an  investigation;  his  failure  to  ad- 
vise the  agents,  while  being  questioned,  about  sources 
of  income,  of  the  later  asserted  income  from  his  wife's 
tips;  (R.  287)  the  understatement  of  income  as  de- 
veloped by  his  own  accountant;  the  corroboration  of 
his  net  worth  at  the  beginning  of  the  period,  as  de- 
veloped from  his  reported  income  over  the  preceding 
24  year  period;  the  showing  of  his  impecunious  con- 
dition in  the  years  immediately  preceding  1948,  as 
demonstrated  by  his  surrender  of  dividend  paying 
stock  in  the  Fishermen's  Packing  Corporation  to  li- 
quidate a  $200.00  obligation,  and  his  purchase  of 
property  on  installment  contracts;  and,  of  course,  the 
well  known  fact  that  business  profits  were  abnor- 
mally high  during  the  war  years. 
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Testimony  of  Bribe  Offer  to  Agent  Nielson. 

In  his  third  Assignment  of  Error  appellant  con- 
tends that  the  testimony  of  Internal  Revenue  Agent 
Nielson  concerning  Barcott's  tender  of  a  bribe  for  a 
favorable  report  at  the  time  he  was  first  interviewed 
was  inadmissible. 

Such  testimony  has  invariably  been  held  admis- 
sible, even  though  it  shows  another  crime  than  that 
charged  in  the  indictment,  on  the  theory  that  it  dem- 
onstrates a  consciousness  of  guilt  on  the  part  of  the 
defendant. 

In  Madden  v.  U.  S.  20  F.  (2d)  289  this  court  held 
testimony  concerning  an  effort  on  the  part  of  the  de- 
fendant to  dissuade  a  government  witness  from  tes- 
tifying was  properly  admitted,  stating  at  page  294: 

"Both  Rasmussen  and  his  wife  testified  before 
the  jury  as  to  what  occurred  at  their  hotel.  Under 
a  familiar  rule,  such  testimony  was  properly  re- 
ceived against  Madden,  as  tending  to  show  a  con- 
sciousness of  guilt." 

In  Rocchia  v.  U.  S.  78  F.  (2d)  966,  this  court 
also  held  that  testimony  of  an  attempt  on  the  part  of 
the  defendant  to  bribe  an  arresting  officer  was  com- 
petent in  a  prosecution  under  the  Internal  Revenue 
laws  with  respect  to  the  operation  of  a  distillery.  See 
page  972. 
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In  U.  S.  V.  Picarelli,  148  F.  (2d)  997  (CCA.  2) 
defendant  and  one  Ward  were  charged  jointly  with 
unlawful  possession  of  gasoline  ration  coupons.  The 
court  says  beginning  at  page  997: 

"As  to  Picarelli  the  case  was  somewhat  less  strong 
but  was  still  sufficient  to  submit  to  the  jury. 
Picarelli  owned  the  parked  automobile.  The  of- 
ficer saw  him  leave  the  driver's  seat  walk  to  a 
vacant  lot,  pick  up  some  empty  bottles  and  bring 
them  back  to  the  car.  At  this  moment  the  po- 
liceman intervened.  Picarelli  stated  to  the  ar- 
resting officer  that  he  did  not  know  where  the 
coupons  came  from  and  that  Ward  said  he  found 
them  in  the  car.  On  the  way  to  the  police  sta- 
tion, Picarelli  pulled  his  car  to  the  curb  and 
said  to  the  policeman,  "Listen,  Officer,  can't  we 
talk  this  thing  over?"  No  innocent  explanation 
of  this  inquiry  being  vouchsafed,  we  think  the 
effort  to  effect  a  settlement  may  be  regarded  as 
evidencing  consciousness  of  guilt." 

If  we  fully  comprehend  appellant's  contention  on 
this  assignment,  he  concedes  the  rule  generally.  He 
attempts  to  escape  the  effect  of  the  rule  by  the  follow- 
ing process.  The  agent  advised  Barcott  he  was  in- 
vestigating black  market  activities,  as  well  as  in- 
come tax  evasion.  Hence,  the  offer  to  bribe  does  not 
necessarily  show  a  "consciousness  of  guilt"  as  to  in- 
come tax  evasion,  but  may  only  show  a  "consciousness 
of  guilt"  as  to  some  black  market  activities. 

We  think  the  distinction  is  too  nice  to  compel 
exclusion  of  the  testimony.    It  will  be  noted  that  the 
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appellant  Compares  this  sort  of  testimony  to  testi- 
mony of  flight  following  an  offense,  and  argues  that 
flight  from  one  crime  would  not  be  admissible  in  a 
trial  for  another  crime. 

This  contention  has  been  directly  overruled  in 
Affronti  V.  U.  S.  145  F.  (2d)  3  (CCA.  8)  wherein 
the  court  states  at  page  7: 

"The  defendant  contends  that  the  court  commit- 
ted reversible  error  in  permitting  the  govern- 
ment to  show  that  the  defendant,  by  disappearing, 
not  only  forfeited  his  bond  in  this  case,  but  also 
forfeited  bonds  in  two  other  cases  pending  against 
him  at  the  time.  We  think  the  contention  is  with- 
out merit.  The  government  was  entitled  to  show 
the  circumstances  under  which  the  defendant 
disappeared.  Moreover,  the  evidence  complained 
of  was  at  least  as  beneficial  to  the  defendant  as 
it  was  harmful,  since  it  showed  that  the  indict- 
ment in  the  instant  case  was  not  the  only  induce- 
ment for  his  leaving  the  jurisdiction." 

Appellant's  reasoning  in  this  connection  is  again 
denied,  at  least  inferentially,  in  DiCarlo  v.  U.  S.  6  F. 
(2d)  364  (CCA.  2)  wherein  testimony  was  admit- 
ted and  sustained  of  an  offer  to  bribe  made  by  the 
defendant's  attorney  out  of  defendant's  presence.  See 
page  368,  If  such  testimony  of  a  bribe  offer  is  ad- 
missible it  could  not  well  depend  upon  the  defend- 
ant's awareness  of  the  nature  of  the  charge  to  be 
later  brought  against  him. 
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The  Bill  of  Particulars. 

Under  assignment  of  error  No.  4  appellant  com- 
plains of  error  in  permitting  the  government's  proof 
as  to  unreported  income  going  beyond  the  sources  of 
income  set  forth  in  the  Bill  of  Particulars. 

In  each  count  of  the  indictment  the  major  portion 
of  the  alleged  true  income  is  designated  as  "income 
from  business".  (R.  3,  4  and  5).  A  Bill  of  Particu- 
lars was  filed  by  the  government  stating  that  this 
item  "income  from  business"  was  from  the  defend- 
ant's restaurant  business. 

Appellant  makes  no  complaint  about  the  other 
particularizations  in  the  Bill,  but  the  gist  of  his  con- 
tention under  this  issue  is  that  the  government's  evi- 
dence was  not  sufficient  to  show  that  the  source  of 
the  unreported  income  was  the  defendant's  restaurant 
business.  Their  position  in  respect  to  this  issue  is 
unsound  for  the  same  reasons  as  is  their  argument 
in  respect  of  their  contentions  concerning  the  suffi- 
ciency of  the  evidence  generally. 

There  was  ample  evidence,  if  believed  by  the  jury, 
to  prove  that  the  major  source  of  appellant's  income 
during  the  years  in  question  was  from  his  restaurant 
business.  The  witness  Swanson  testified  that  his 
knowledge  as  to  this  source  of  income  came  directly 
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from  admissions  or  statements  by  the  defendant. 
(R.  136-7).  Appellant's  brief  constantly  refers  to 
Swanson's  "assumption"  in  this  respect,  but  if  there 
was  any  assumption  on  the  part  of  Swanson  it  was 
predicated  upon  the  defendant's  own  statements  as  to 
his  sources  of  income. 

Plaintiffs  Exhibit  No.  11  Showing  Defendant's 
Entry  Into  a  Safety  Deposit  Box. 

Plaintiff's  Exhibit  No.  11  is  a  record  of  the 
Washington  Safe  Deposit  Company  showing  entries 
into  a  box  rented  by  that  company  to  the  defendant. 
A  brief  resume  of  the  facts 'may  be  appropriate  at 
this  point. 

The  defendant  maintained  two  safety  deposit 
boxes.  One  in  the  National  Bank  of  Washington 
(R.  89;  plaintiff's  exhibit  10),  which  we  shall  here- 
inafter refer  to  as  the  first  box,  and  one  in  the  Wash- 
ington Safe  Deposit  Company  (R.  103;  plaintiff's  ex- 
hibit 11),  which  we  shall  refer  to  as  the  second  box. 
On  the  first  visit  of  agent  Nielson  to  Barcott,  Bar- 
cott  took  him  to  his  first  box  to  show  him  the  $10,000 
in  currency,  which  he  said  he  had  been  accumulating. 
(R.  72).  Barcott  said  he  had  this  money  in  the  box. 
(R.  72).  However,  when  they  opened  the  box  Barcott 


26 

produced  the  currency  not  from  the  box,  but  from  his 
person,  and  it  was  not  $10,000,  but  $20,000.  (R.  73). 
There  was  an  additional  $3,000  actually  in  the  box. 
It  was  during  this  visit  to  the  first  box  that  the  de- 
fendant became  very  agitated,  and  according  to  Niel- 
son  made  the  bribe  offer.  This  occurred  on  Janu- 
ary 28,  1946,  and  they  left  the  first  box  approximately 
12:30  P.  M.  (R.  80).  At  12:45  P.  M.,  fifteen  minutes 
later,  the  defendant  entered  his  second  box,  and  again 
entered  it  at  9:02  A.  M.  the  following  morning. 
(Plaintiffs  exhibit  11;  R.  296).  The  defendant  was 
unable  to  account  for  these  entries  into  his  second 
safety  deposit  box,  an^  manifested  considerable  dis- 
tress when  being- questioned  about  it.    (R.  295-6) 

In  view  of  the  defendant's  admitted  accumula- 
tion of  large  sums  of  currency  in  his  safety  deposit 
box,  and  business  safe,  these  unexplained  entries  into 
this  second  box  were  circumstances  pertinent  to  the 
issue  of  withholding  and  secreting  income.  The  very 
time  element  involved  is  significant.  Most  of  the  cases 
cited  hereinabove  under  the  appellant's  first  and  sec- 
ond assignments  rely  upon  the  maintenance  of  safety 
deposit  boxes  for  the  keeping  of  currency  as  being  one 
of  the  significant  circumstances  in  income  tax  evasion 
cases.  The  keeping  of  currency  in  safety  deposit 
boxes  is  one  of  the  more  common  devices  used  to  keep 
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income  concealed  and  from  showing  on  the  usual  rec- 
ords.   The  cases  cited  supra  confirm  this  fact. 

The  CourVs  Charge  to  the  Jury. 

The  appellant's  next  two  assignments  of  error, 
No.  6  and  7  refer  to  the  court's  instructions  to  the 
jury  and  hence  we  shall  consider  them  together. 

Assignment  No.  6  complains  of  the  court's  re- 
fusal to  give  parts  of  appellant's  requested  instruction 
No.  2.  This  instruction,  and  what  the  court  did  with 
it,  is  set  forth  in  the  record  at  pages  29  to  32,  and 
in  appellant's  brief  at  pages  48  to  50. 

We  think  it  must  be  apparent  that  those  portions 
of  that  instruction  which  the  court  refused  are  in- 
correct statements  of  the  law  and  were  therefore 
properly  refused.  For  instance,  that  portion  of  the  in- 
struction designated  as  subdivision  (a)  and  reading 
as  follows: 

"You  are  instructed  that  the  prosecution  must 
prove  to  you,  beyond  all  reasonable  doubt,  the  follow- 
ing facts: 

(a)  That  the  defendant  on  December  31,  1942 
did  not  own  or  possess  any  greater  amount  of 
assets  or  'net  worth'  than  that  which  the  prosecu- 
tion claims  the  defendant  owned  on  that  date." 

wholly  fails  to  give  recognition  to  the  principle  of  law, 

admitted  by  appellant,  that  the  government  does  not 
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need  to  prove  exactly  the  amount  of  evaded  income 
tax  or  income  alleged  in  the  indictment.  The  effect 
of  this  portion  of  the  requested  instruction  is  to  tell 
the  jury  that  if  the  net  worth,  as  computed  by  the 
government  at  the  beginning  of  the  period,  was  even 
one  cent  less  than  his  actual  net  worth  on  that  date, 
that  then  the  government's  entire  case  must  fall. 

That  portion  of  the  requested  instruction  desig- 
nated (c)  and  reading, 

''That  the  assets  purchased  for  the  year  1943 
were  purchased  and  acquired  with  net  income  of 
the  defendant  derived  from  the  following 
sources:" 

is  palpably  wrong.  Also,  it  demonstrates  the  appel- 
lant's complete  misconception  of  the  theory  of  net 
worth  proof.  Net  worth  increase  during  a  year  is  cir- 
cumstantial evidence  of  income  for  that  year,  as  the 
court  fairly  instructed  the  jury.  Note  that  in  this 
subdivision  (c)  of  the  instruction  the  appellant  used 
the  words  "assets  purchased".  It  implies  that  assets 
purchased  during  a  certain  year  would  have  to  be 
shown  to  have  been  purchased  from  income  from  that 
year.  Such  proof  is  not  necessary.  It  may  well  be 
that  assets  purchased  in  a  certain  year  were  pur- 
chased from  accumulations  of  cash  from  a  prior  year 
and  that  such  cash  accumulations  were  then  replaced 
with  income  from  the  current  year.     This  process 
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would  still  show  an  increase  in  net  worth,  and  such 
increase  would  tend  to  prove  the  ultimate  fact  of  in- 
come earned  during  that  year. 

The  appellant's  obvious  misunderstanding  of  the 
effect  of  net  worth  increase  is  again  shown  in  his 
complain  under  assignment  of  error  No.  7  in  which 
he  alleges  error  in  a  portion  of  an  instruction  given 
by  the  court.  The  appellant  complains  that  the  in- 
struction advised  the  jury  that  a  showing  of  pur- 
chase of  war  bonds  in  excess  of  reported  income  made 
a  prima  facia  case.    (Appellant's  brief  52). 

This  is  a  strained  interpretation  of  the  instruc- 
tion and  is  arrived  at,  partly  at  least,  by  accentuating 
only  excerpts  of  the  court's  charge.  The  complained 
of  portion  is  a  part  of  the  court's  charge  on  the  effect 
of  circumstantial  evidence.  The  paragraph  immedi- 
ately preceding  that  quoted  by  appellant  states  this: 

"Circumstantial  evidence  is  quite  as  competent 
as  direct  evidence  when  certain  rules  are  applied 
to  Its  weight  and  consideration,  and  /  think  in 
this  case  the  government  relies  upon  circumstan- 
tial evidence  to  establish  the  income  of  the  de- 
fendants (R.  450)   (Italics  supplied) 

Further  portions  of  the  court's  dharge  on  cir- 
cumstantial evidence  are  as  follows: 

"The  government  therefore  relies  upon  the  fact 
that  when  such  an  increase  is  shown,  (i.e.,  in- 
crease in  net  worth)   it  has  established  circum- 
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stantially  that  such  income  was  taxable  income 
*  *  *  *  J'    (I^^  450)   (Italics  supplied) 

"Now  an  essential  element  of  the  offense  herein 
is  that  the  defendant's  taxable  income  was  great- 
er than  that  which  he  reported.  If  such  fact  is 
not  proven  then  you  would  find  the  defendant 
not  guilty."  (R.  451)  (Italics  supplied) 
«//  you  find  from  the  evidence  that  the  increased 
net  worth  of  the  defendant  in  the  years  in  ques- 
tion here,  measured  the  taxable  income  of  the  de- 
fendant in  a  substantial  amount  of  that  reported 
*  *  *  *".    (R.  451)   (Italics  supplied) 

"In  considering  this  matter,  if  you  can  reason- 
ably account  for  the  increased  net  worth  of  the 
defendant  *  *  *  *  upon  any  reasonable  theory  or 
hypothesis  that  will  admit  of  his  innocence,  it  is 
your  duty  to  do  so  and  to  acquit  him."  (R.  451-2) 

It  seems  quite  obvious  that  this  charge  to  the 
jury  carefully  pointed  out  to  them  that  increase  in  net 
worth  was  not  the  ultimate  fact,  but  that  it  was  only 
to  be  considered  by  them  as  circumstantial  evidence 
tending  to  establish  the  ultimate  fact  of  income,  and 
the  court  specifically  advised  the  jury  that  it  was  up 
to  them  to  determine,  if  in  fact,  the  increase  in  net 
worth  actually  measured  income. 

We  think  on  the  whole  the  court's  charge  was 
unusually  fair  and  understandable.  He  carefully 
pointed  out  to  the  jury  that  there  were  three  separate 
distinct  charges,  and  that  they  must  consider  each 
count  separately  and  not  confuse  them.    (R.  443) 
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He  then  clearly  defined  and  repeated  the  essential 
elements  of  the  charge.  These  essential  elements  he 
told  the  jury  were  that  the  defendant  owed  more  in- 
come tax  than  shown  on  his  return ;  that  he  knew  he 
owed  more  income  tax  than  shown;  and  that  he  wil- 
fully attempted  to  evade  or  defeat  a  part  of  such  tax 
by  filing  a  false  return.  (R.  446-7).  As  already  point- 
ed out,  he  then  advised  the  jury  that  the  government's 
evidence  was  circumstantial,  and  cautioned  them  con- 
cerning the  usual  limitations  with  which  they  must 
consider  circumstantial  evidence.    (R,  450-2). 

To  appellant's  complaint  against  the  court's 
charge  might  well  be  applied  the  well  settled  prin- 
ciple that  in  considering  the  correctness  of  instruc- 
tions, they  must  be  considered  as  a  whole  and  that 
detached  phrases  and  sentences  cannot  be  singled  out 
and  considered  alone,  but  must  be  construed  with 
their  context. 

Har greaves  v.  U.  S.  75  F.  (2d)  68,  73  (CCA.  9) ; 

Taylor  v.  U.  S.  142  F.  (2d)  808,  817  (CCA.  9) ; 

Graham    v.     U.    S.     120    F.     (2d)     543,    546 
(CCA.  10) ; 

Moffett  V.  U.  S.  154  F.  (2d)  402,  405  (CCA.  10). 
The  Prosecutor's  Argument  to  the  Jury. 
Toward  the  close  of  the  Assistant  United  States 
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Attorney's  opening  argument  to  the  jury  he  made  the 

following  statements: 

"You  and  I  know,  when  we  see  these  hearings 
on  communism  back  in  Congress  today.  We  hear 
about  what  is  going  on  all  over  the  world,  and 
our  system  of  government  today  is  standmg  a 
test  We  are  being  tried.  If  people  feel  that  you 
can  walk  into  a  court  room  like  this  and  walk 
out  and  get  away  with  what  this  man  ^  did,  they 
don't  believe  in  our  system  any  more. 

Appellant's  counsel  objected,  and  the  court 
promptly  instructed  the  jury  to  disregard  these  com- 
ments of  the  prosecutor.  Apparently  at  that  time 
appellant's  counsel  was  satisfied  with  the  court's  ad- 
monition because  no  further  objections  or  requests 
were  made  in  respect  of  the  prosecutor's  statements. 
However,  appellant  now  complains  of  these  remarks 
by  government  counsel  under  their  8th  assignment  of 
error. 

We  think  a  fair  interpretation  of  this  argument 
to  the  jury  is  that,  if  in  view  of  the  evidence,  the  de- 
fendant should  be  acquitted,  the  public  generally 
would  lose  faith  in  our  system  of  justice.  Appellant  ] 
places  quite  a  different  interpretation  upon  it,  first 
stating  that  it  meant  a  failure  to  convict  would  mean 
the  jury  had  lost  faith  with  our  system  of  govern- 
ment. (Appellant's  Brief  54)  From  this  point  ap-  i 
pellant  jumps  to  the  conclusion  that  the  argument  had  ' 
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the  effect  of  accusing  the  jury  of  being  subversive  if 
they  failed  to  convict.  (Appellant's  Brief  55).  This 
flight  of  rhetoric  of  the  appellant  in  this  court,  is  at 
least  as  specious  as  is  the  argument  complained  of  in 
the  court  belovi^. 

In  any  event,  the  court's  instruction  to  the  jury 
to  disregard  it  must  be  held  to  have  eradicated  what- 
ever impropriety  there  was  in  it.  See  Phelaii  v.  U.  S. 
249  F.  43,  45  (CCA.  9),  and  Dunn  v.  U.  S.  50  F. 
(2d)  779,  782  (CCA.  9).  And  if  appellant  did  not 
think  so,  the  burden  was  upon  him  at  that  time  to 
have  made  further  objection  or  requested  a  mistrial. 
He  is  not  permitted  to  sit  silently  by  and  take  chances 
on  a  favorable  verdict,  and  then  complain  when  it 
turned  out  unfavorable. 

Breedin  v.  U.  S.  73  F.  (2d)  778,  780  (CCA.  4)  ; 
Gerard  v.  U.  S.  61  F.  (2d)  872,  875  (CCA.  7).' 

CONCLUSION 

We  suggest  that  the  proceedings  below  were  free 
of  error  and  that  the  judgment  should  be  affirmed. 

Respectfully  submitted, 

J.  CHARLES  DENNIS, 

United  States  Attorney 

HARRY  SAGER, 

Assistant  United  States  Attorney 
Attorneys  for  Appellee. 
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STATEMENT  OF  THE  CASE 

Although  we  believe  that  numerous  assertions  in 
appellee's  statement  of  the  case  are  unsupported  by 
the  record,  limitations  of  space  prohibit  our  detailed 
discussion  of  them.  However,  at  the  bottom  of  Page  7 
of  appellee's  brief,  counsel,  referring  to  the  testimony 
of  defense  witness  Birch,  an  accountant,  state: 

"He  arrived  at  a  net  worth  figure  substantially 
in  excess  of  that  determined  by  Mr.  Swanson,  the 
Internal  Revenue  Agent,  but  his  computation  also 
showed  that  Barcott  had  understated  his  income 
for  tax  purpose  by  $43,686.18.  (R.  397.)" 


and  would  have  the  court  believe  that  this  is  some  sort 
of  an  admission  by  the  defendant's  witness  as  to  the 
defendant's  culpability.  This  statement  in  appellee's 
brief  completely  overlooks  the  whole  character  of 
Birch's  testimony,  which  starts  on  Page  362  of  the 
record,  in  which  Barcott's  financial  history  is  devel- 
oped, commencing  with  the  year  1919  and  down 
through  and  including  the  years  of  the  Indictment, 
and  it  completely  ignores  the  fact  that  the  testimony 
quoted  by  counsel  refers  to  the  earlier  testimony  that 
Barcott  must  have  had  a  much  greater  net  worth  in 
1943  than  that  stated  by  the  Government's  accountant. 
Birch's  testimony  refers  to  the  fact  that  for  years  and 
up  to  the  year  1936,  Mrs.  Barcott,  the  appellant's  wife, 
made  substantial  sums  in  tips  which  were  not  reported 
because  of  ignorance;  it  refers  to  the  fact  that  Mrs. 
Barcott  brought  a  substantial  sum  into  the  community 
when  she  married  Barcott;  and  it  refers  to  a  settle- 
ment received  by  Mrs.  Barcott  as  the  result  of  a  per- 
sonal injury  action.  The  fair  import  of  Birch's  testi- 
mony in  this  regard  is  that  there  was  a  difference  in 
the  net  worth  analysis  of  the  two  accountants,  and  at 
the  very  most  this  testimony  could  only  refer  to  unre- 
ported income  prior  to  the  years  of  the  Indictment. 
It  does  not  refer  to  nor  can  it  reasonably  be  construed 
to  refer  to  admission  by  Birch  that  there  was  unre- 
ported income  during  the  years  charged  in  the  Indict- 
ment. 

In  support  of  our  conclusions  on  this  point,  we  have 
set  forth  in  the  Appendix  hereto  numerous  excerpts 
from  the  records  containing  the  verbatim  testimony  of 
the  witness  Birch.  (See  Appendix  I.) 
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ARGUMENT 

SUFFICIENCY  OF  THE  EVIDENCE 

Counsel's  argument  fails  to  show  that  there  is  suffi- 
cient evidence  upon  which  to  base  a  conviction.  Out  of 
a  483-page  record  they  have  gleaned  a  scant  half  dozen 
lines  of  testimony  and  in  effect,  say:  "Here  is  our 
evidence  of  the  corpus  delicti."  Let  us  examine  this 
testimony  as  the  same  is  set  forth  on  Pages  8  and  9 
of  appellee's  brief.  We  are  setting  out  the  testimony 
in  full  in  the  Appendix.  (See  Appendix  II.)  The 
answer  to  the  first  question  set  forth  merely  states 
that  the  witness  Swanson  assumed  that  the  bonds  were 
purchased  on  the  date  they  bore  issue.  Hardly  a 
startling  conclusion.  The  next  question  is  answered  by 
the  statement  that  Swanson  assumed  the  money  came 
from  the  business.  It  does  not  state  during  what  years. 
The  witness  knew  that  Barcott  had  been  in  business 
continually  since  1919.  Then  followed  two  questions 
of  an  inconsequential  nature,  and  lastly  the  statement 
that  "We  inquired  from  Mr.  Barcott,  he  was  asked 
numerous  times  after  the  first  contact  if  he  had  any 
other  income,"  and  surprisingly  enough  there  is  no 
answer  at  all  vouchsafed  by  Mr.  Swanson  as  to  what 
answers  he  received  from  his  inquiries.  The  record  is 
absolutely  silent  as  to  any  further  answ^ers  to  Mr. 
Swanson's  questions,  and  Mr.  Swanson  supplies  no 
further  information.  We  are  still  in  the  dark  as  to 
how  this  testimony  set  out  by  counsel  on  Pages  8  and 
9,  by  even  the  greatest  stretch  of  the  imagination, 
shows  any  evidence  at  all  of  the  corpus  delicti. 


The  above  testimony  places  no  bottom  or  foundation 
to  the  estimate  of  net  worth,  nor  the  alleged  increase 
thereof  during  the  years  1943,  1944  and  1945,  so 
counsel  for  the  appellee  has  set  forth  on  Page  9  a  brief 
portion  of  the  testimony  of  Internal  Revenue  Agent 
Neilsen.  Let  us  look  at  the  alleged  statements  of  Bar- 
cott  as  reported  in  narrative  form  by  the  witness 
Neilsen. 

Here  is  Neilsen's  entire  testimony  in  that  regard, 
(R.  72) : 

"Q.  Just  state  what  that  discussion  was. 

"A.  I  told  Mr.  Barcott  the  purpose  of  investi- 
gating such  transactions  was  to  determine  if  the 
money  was  used  in  black  market  activities,  and 
if  the  money  was  properly  reported  for  income 
tax  purposes,  and  he  said  'Well,'  he  said,  'I  have 
always  filed  income  tax  returns  in  the  operation 
of  my  restaurant,  and  I  ordinarily  accumulate 
five  or  six  thousand  dollars,  and  purchase  United 
States  Savings  bonds,'  but  the  particular  trans- 
action we  were  talking  about,  he  said,  1  accu- 
mulated the  ten  thousand  dollars  to  make  a  loan 
to  a  friend  who  is  going  to  buy  a  boat,  one  Mike 
Kazulan.  However,  the  transaction  did  not  mate- 
rialize so  I  now  have  the  ten  thousand  dollars.'  " 

In  the  above  excerpt  Barcott  is  reported  to  have 
stated  that  he  always  filed  income  tax  returns  in  the 
operation  of  his  restaurant.  It  is  well  to  keep  in  mind 
that  Neilsen  does  not  say  what  they  were  talking  about 
until  he  subsequently  used  the  words  ''but  the  particu- 
lar transaction  we  were  talking  about  *  *  *",  after 
which  they  proceeded  to  discuss  the  currency  and  not 
the  war  bonds.  Now  from  Barcott' s  statement  where 


is  there  any  evidence  of  any  increased  net  worth  here? 
No  one  can  deny  that  he  operated  the  restaurant  since 
1919,  and  he  has  always  filed  income  tax  returns  as 
required  from  1919  to  1943.  How  can  this  possibly 
be  deemed  an  admission  of  increased  net  worth  during 
the  years  1943,  1944  and  1945?  Then  Neilsen  has  Bar- 
cott  saying  that  he,  Barcott,  ordinarily  accumulated 
five  or  six  thousand  dollars  and  purchased  United 
States  Savings  bonds.  Again  it  must  be  borne  in  mind 
that  at  that  time  they  were  discussing  the  currency 
and  not  the  bonds  —  otherwise  Neilsen  would  have 
prefaced  his  account  of  the  conversation  with  some 
statement  as  to  what  the  parties  were  talking  about. 
There  is  nothing  at  all  —  not  one  single  syllable  of 
testimony  to  indicate  that  Barcott  was  referring  to 
income  derived  during  the  years  charged  in  the  Indict- 
ment or  to  even  the  bonds  purchased  in  those  years. 
The  record  shows  that  Barcott  had  been  purchasing 
bonds  since  1936  regularly,  and  Neilsen  in  his  narra- 
tive account  of  the  conversation  does  not  mention  any 
questions  he  asked  Barcot,  nor  any  answers  received 
in  response  to  any  queries.  The  reported  conversation 
is  utterly  without  a  predicate  and  when  considered  in 
its  entirety  and  in  relation  to  the  other  testimony,  is 
merely  a  reported  statement  that  Barcott  from  time 
to  time  purchased  war  bonds.  We  cannot  see  how  such 
testimony  in  any  way  is  an  admission  by  the  defendant 
that  during  the  years  charged  in  the  Indictment  his 
net  worth  increased  by  an  amount  sufficient  to  equal 
the  unreported  income  charged  in  the  Indictment. 


APPELLEE'S  AUTHORITIES  PURPORTING  TO  SHOW 
SUFFICIENCY  OF  THE  EVIDENCE 

In  attempting  to  prove  that  the  evidence  offered  by 
the  Government  made  out  a  prima  facie  of  guilt 
against  the  defendant,  appellee  cites  five  cases,  which 
are  the  following: 

Gleckman  v.  United  States,  80  F.    (2d)    394 
(CCA.  8). 

Malone   v.    United   States,    94    F.    (2d)    281 
(CCA.  7). 

Guzik    V.    United    States,    54    F.     (2d)    618 
(CCA.  7). 

United  States  v.  Johnson,   123   F.    (2d)    111 
(CCA.  7). 

Murray   v.    United  States,    117   F.    (2d)    40 
(CCA.  8). 

The  foregoing  cases  have  three  general  premises  in 
common,  which  are  as  follows : 

1.  In  every  case  the  defendant  was  engaged  in  a 
criminal  enterprise. 

2.  In  each  of  these  cases  there  was  some  evidence 
of  money  received  during  the  fiscal  which  was  not 
reported. 

3.  In  each  of  the  cases  where  net  worth  was  used 
to  corroborate  the  evidence  already  introduced,  the 
increase  in  net  worth  was  precisely  bottomed  on  a 
known  figure  at  the  beginning  of  the  taxable  period. 

None  of  these  three  general  premises  are  present 
in  the  case  at  bar. 


THE  GLECKMAN  CASE 

Gleckman  was  a  St.  Paul  "merchant"  with  extensive 
holdings  in  distilleries  in  both  Cuba  and  Canada.  He 
also  had  various  other  holdings  and  rental  property  in 
St.  Paul.  He  kept  no  record  of  his  accounts.  He  made 
no  tax  returns  prior  to  1928.  In  1928  he  consulted  an 
Assistant  U.  S.  Attorney  concerning  the  payment  of 
tax  on  illegal  liquor  transactions.  He  then  for  the  first 
time  made  returns  for  1925,  1926  and  1927.  He  also 
received  profits  from  sales  of  stocks  and  bonds  and 
received  rents.  He  drew  a  salary  from  one  concern 
and  shared  in  the  profits  of  another  as  a  partner.  He 
specifically  understated  his  salary  and  reported  none 
of  the  profits  from  the  partnership.  Investigation 
revealed  large  sums  of  money  received  and  deposits 
made  during  1929  and  1930,  not  reported  or  otherwise 
disclosed.  $15,000  was  received  and  deposited  by  him 
in  a  bank  account  under  an  assumed  name.  In  one  of 
the  years  unexplained  deposits  of  $92,000  were  made 
and  used  for  Gleckman's  own  purposes.  He  also  made 
excess  tax  payments  in  1929.  Two  financial  statements 
were  introduced  in  evidence  wherein  defendant  stated 
that  they  were  true  and  correct  statements  of  his  finan- 
cial condition.  On  October  29,  1929,  the  first  statement 
showed  net  worth  of  $64,200.  On  March  25,  1930,  the 
second  statement  showed  net  worth  of  $217,373.  The 
court  said  as  follows : 

"We  think  there  ivas  in  this  case  substantial 
circumstantial  evidence  that  Mr.  Gleckman  did 
have  a  business  outside  of  that  described  in  his 
return  and  that  at  least  some  of  his  deposits  were 
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derived  from  it.  *  *  *  and  the  only  fair  inference 
is  that  he  ivas  engaged  in  illegal  liquor  transac- 
tions.'' Page  399.  (Italics  ours.) 

As  to  the  property  statements,  the  court  said  as 
follows : 

''An  analytical  comparison  between  the  two 
statements  make  it  clear  that  there  were  omis- 
sions in  the  first  statement  of  property  included 
in  the  second,  and  substantially  different  valu- 
ations were  made  of  the  same  properties  —  those 
in  the  second  statement  being  higher.  But  not- 
withstanding all  allowances,  the  two  property 
statements  afforded  some  testimony  of  largely 
increased  net  worth  between  the  two  dates."  Page 
399.  (Italics  ours.) 

Concerning  the  excess  payments  of  tax  in  1929,  the 
court  said: 

"Although  the  mere  payment  of  the  excess 
assessment  made  against  him  for  1929  might  not, 
of  itself,  have  afforded  very  convincing  proof  that 
he  believed  he  owed  the  tax,  the  circumstances 
under  which  the  amount  was  computed  by  his  own 
agent  and  the  tax  was  paid  by  him  before  assess- 
ment tended  to  show  that  the  moneys  deposited  in 
the  banks  were  received  by  Mr.  Gleckman  as 
income  from  business.''  Page  400.  (Italics  ours.) 

In  summation,  the  court  reached  the  conclusion  that 
a  prima  facie  case  had  been  made  out,  using  the  fol- 
lowing language: 

"The  bank  deposits  and  large  items  of  receipts 
by  Mr.  Gleckman  do  not,  therefore,  stand  entirely 
alone  as  the  sole  proof  of  the  existence  of  a  tax 
due  from  him,  but  they  are  identified  with  busi- 
ness carried  on  by  him  and  so  are  sufficiently 
shown  to  be  of  a  taxable  nature."  Page  400. 
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The  distinctions  between  the  Gleckman  case  and  the 
case  at  bar  are  readily  apparent.  Gleckman  was  not 
convicted  on  the  mere  showing  that  his  net  worth 
increased  during  the  taxable  years,  as  the  court  said 
the  financial  statements  afforded  some  testimony  of 
larger  increased  net  worth.  Thus  evidence  of  defend- 
ant's net  worth  during  the  period  was  founded  on  a 
known  net  worth  as  evidenced  by  financial  statements. 
In  our  case  net  worth  at  the  beginning  of  the  year 
1943  is  merely  assumed  from  an  examination  of  de- 
fendant's known  assets  conducted  in  the  year  1946. 
Other  distinguishing  features  of  the  Gleckman  case 
are  apparent: 

He  was  engaged  in  an  illegal  business  and  reported 
no  profits  whatsoever  therefrom;  he  understated  his 
reported  salary  and  reported  nothing  from  a  partner- 
ship ;  he  kept  no  records  whatsoever ;  his  bank  deposits 
were  withdrawn  from  day  to  day  for  his  own  conve- 
nience and  use ;  and  he  voluntarily  paid  additional  tax 
in  1929  before  assessment  was  made,  indicating  there 
was  income  from  an  unreported  source. 

Appellant  herein  was  not  engaged  in  any  illegal 
enterprise  and  he  reported  income  for  the  years  in  ques- 
tion totalling  nearly  $40,000.  The  importance  of  this 
reported  income  cannot  be  disregarded  in  a  case  of 
this  character,  for  as  was  said  in  United  States  v. 
Johnson,  123  F.  (2d)  111,  Page  124: 

"If  Johnson  had  reported  no  income  for  those 
years,  a  different  situation  would  have  been  pre- 
sented. We  have  no^f  hesitancy  in  holding  that  the 
verdict  cannot  be  supported  upon  this  theory." 
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Where  in  the  Gleckman  case  defendant  kept  no 
records  at  all,  in  the  case  at  bar  appellant  kept  a  day 
to  day  record  of  his  business.  Only  the  first  six  months 
of  the  year  1943  were  not  available,  and  the  appellee 
by  stipulation  concedes  that  this  loss  was  through  no 
fault  of  the  appellant.  (R.  401.)  We  have  set  forth  this 
stipulation  in  the  Appendix.  (See  Appendix  III.) 


THE  MALONE  CASE 

In  Malone  v.  United  States,  94  F.  (2d)  281,  defend- 
ant was  a  member  of  the  Illinois  State  Tax  Commis- 
sion and  it  was  established  by  evidence  that  he  received 
bribes  during  the  taxable  years  from  various  corpo- 
rations. None  of  this  money  was  accounted  for  in  the 
income  tax  returns.  The  appellate  court  determined 
that  the  vast  amount  of  money  which  he  received  dur- 
ing these  years  could  be  attributed  to  an  illegal  and 
unreported  source  and  that  large  amounts  of  money 
received  and  deposited  during  the  taxable  year,  while 
of  itself  i7isujficient  to  convict,  under  the  circum- 
stances shown  by  the  record  was  rather  convincing 
evidence  in  support  of  the  charge.  The  court  said,  at 
Page  287 : 

*'We  have  heretofore  set  forth  rather  fully  the 
testimony  and  shall  not  do  so  again.  The  fact  that 
the  defendant,  in  addition  to  his  other  reported 
Income,  deposited  in  the  bank  such  large  amounts 
of  currency  on  so  many  occasions  under  the  cir- 
cumstances shoivn  by  this  record,  while  of  itself, 
not  sufficient,  is  nevertheless  a  rather  convincing 
circumstance  in  support  of  the  charge. 


11 

"It  is  said  this  language  is  inapplicable  to  the 
present  case  inasmuch  as  Gleckman  was  secretly 
in  the  illicit  liquor  business;  that  in  the  instant 
case  there  is  no  evidence  of  any  business  con- 
ducted by  the  defendant  other  than  that  from 
which  defendant's  income  was  accounted  for  in 
his  returns.  We  do  not  agree  with  this  conten- 
tion. The  fact  is,  there  is  evidence  to  support  the 
conclusion  that  defendant  had  a  rather  lucrative 
income  in  connection  with  his  membership  on  the 
Tax  Commission.  From  such  source,  it  may  be 
concluded,  he  received  $32,500  in  1927;  $31,000 
in  1928;  $15,000  in  1929,  and  $41,000  in  1930. 
The  fact  that  the  final  assessments  against  cor- 
porations from  whom  this  money  was  received, 
were  decreased,  in  connection  with  the  circum- 
stances under  which  the  defendant  received  the 
money,  was  sufficient  to  justify  a  jury  in  believing 
the  same  was  received  by  the  defendant  as  bribes, 
and  that  at  least  a  sizeable  portion  of  the  cur- 
rency deposits  came  from  such  a  source  and  con- 
stituted a  part  of  defendant's  income."  (Italics 
ours. ) 

In  the  Malone  case  the  government  presented  evi- 
dence of  an  illegal  source  of  income  received  during 
the  taxable  year  which  was  never  reported.  Large  bank 
deposits  made,  withdrawn  and  used  by  the  defendant 
during  the  year  was  a  circumstance  only  to  corroborate 
and  bolster  the  main  evidence. 

In  the  case  at  bar  the  purchase  of  bonds  by  appel- 
lant is  merely  a  dangling  item  with  no  other  evidence 
to  which  it  can  become  attached  and  to  which  it  can 
be  suspended.  The  Malone  case  further  emphasizes 
the  necessity  of  a  foundation  upon  which  to  base  net 
worth,  an  ingredient  wholly  lacking  herein,  in  the  fol- 
lowing language  on  Page  286 : 
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"The  government,  in  rebuttal,  introduced  in 
evidence  the  financial  statement  made  by  the 
defendant  to  Greenebaum  Sons  Bank  &  Trust 
Company,  June  8,  1922,  showing  cash  on  hand 
and  in  bank  $6,000,  and  also  a  financial  statement 
made  by  the  defendant  to  Jefferson  Park  National 
Bank  on  June  30,  1928,  showing  his  cash  on  hand 
and  in  bank  in  the  sum  of  $101.59." 

The  Malone  case  is  not  predicated  on  net  worth  but 
holds  that  net  worth  was  merely  a  circumstance,  and 
in  this  connection  we  again  quote  from  Page  286  as 
follows : 

"The  evidence  that  defendant's  net  worth  dur- 
ing the  years  in  question  was  increased  in  an 
amount  somewhat  similar  to  the  amount  of  the 
currency  deposits  is  not  without  significance." 

THE  GUZIK  CASE 

In  Guzik  v.  United  States,  54  F.  (2d)  618,  the  illegal 
enterprise  was  gambling.  Large  bank  accounts,  one  in 
an  assumed  name,  was  one  of  the  elements  introduced 
to  corroborate  evidence  that  the  defendant  received 
vast  sums  of  money  during  the  taxable  year  upon 
which  he  failed  to  report  and  pay  tax.  The  court  sets 
forth  a  summary  of  all  the  evidence  introduced  against 
Guzik  in  the  following  language  at  Page  619: 

"In  order  to  prove  gross  income,  and  therefore 
probable  taxable  income  of  the  appellant,  the  gov- 
ernment introduced  the  following  evidence :  Bank 
deposits  in  two  banks  (one  account  was  under  an 
assumed  name)  totalling  $953,303.93;  cashier's 
checks  cashed  by  appellant's  physician  on  stock 
alleged  to  have  been  transferred  to  him  by  appel- 
lant in  order  to  evade  surtax;  the  testimony  of  a 
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general  cashier  of  appellant's  gambling  establish- 
ments that  he,  under  the  instruction  of  the  appel- 
lant, converted  surplus  from  the  operation  of  a 
gambling  business  into  cashier's  checks  (totalling 
$147,500),  which  he  delivered  to  appellant's  mes- 
senger." 

On  Page  16  of  appellee's  brief,  portions  of  the  Guzik 
case  are  quoted  with  asterisks  appearing  therein  show- 
ing an  omission.  A  portion  of  such  omission  reads  as 
follows : 

"In  the  instant  case,  part  of  the  deposits, 
$99,500,  were  identified  by  the  witness  Ries,  as 
being  net  profit.  There  was  ample  evidence  to 
warrant  a  jury  in  finding  that  the  dividends  re- 
ceived by  Dr.  Omens,  amounting  to  $36,750,  were 
part  of  appellant's  income." 

However,   appellee  does   include   the   following   lan- 
guage in  its  quotation : 

«**=(=  ^]^gj,g  ^a^g  direct  evidence  to  the  effect 
that  a  considerable  part  of  the  large  sums  de- 
posited in  appellant's  bank  accounts  came  from 
the  operation  of  gambling  businesses  in  a  suburb 
of  the  city  of  Chicago." 

Net  worth  does  not  even  enter  into  this  case.  The 
evidence  is  direct  that  the  money  in  defendant's  bank 
accounts  came  from  profits  from  the  gambling  busi- 
ness. In  one  single  transaction  $99,500  was  proven  to 
be  profit.  The  most  Guzik  ever  paid  in  tax  was  on  the 
basis  of  $24,000.  It  was  not  the  excessivly  large  bank 
accounts  upon  which  Guzik  was  convicted.  This  was 
but  a  circumstance  connected  with  the  other  evidence 
of  large  profits  taken  out  of  the  gambling  business. 
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THE  JOHNSON  CASE 

In  United  States  v.  Johnson,  123  F.  (2d)  111,  one 
of  the  theories  upon  which  the  government  sought  to 
convict  the  defendant  for  income  tax  evasion  was  on 
the  basis  of  greater  expenditures  over  reported  earn- 
ings. Johnson  was  a  notorious  gambler  as  evidenced 
by  the  following  quotation  from  Page  123: 

''Johnson  admittedly  was  a  professional 
gambler  and  had  been  for  many  years.  If  he  had 
any  other  business  of  consequence,  the  record  does 
not  disclose  it.  He  was  not  just  an  ordinary 
gambler,  but  one  of  towering  stature  among  that 
fraternity.  The  co-defendants  were  admittedly 
in  the  same  business.  They  operated  brazenly  and 
notoriously,  and,  so  far  as  this  record  discloses, 
without  interference  or  restraint  during  the 
period  covered  by  the  indictment.  That  the  field 
was  a  fertile  one  is  evidenced  by  the  huge  sums 
of  money  which  apparently  passed  through  their 
hands." 

On  Page  19  of  its  brief  appellee  quotes  at  length 
from  the  Johnson  case.  This  quotation  effectively  sup- 
ports our  contention  herein.  The  appellee  apparently 
used  this  quotation  for  the  reason  that  it  lends  some 
credence  to  the  expenditure  theory.  What  appellee  has 
overlooked  is  that  the  court  in  the  Johnson  case  insisted 
on  a  foundation  from  which  it  could  be  determined 
what  assets  the  defendant  owned  as  of  a  certain  date. 

"This  theory  was  sought  to  be  established  by 
proving  a  statement  purported  to  have  been  made 
by  Johnson  on  January  1,  1932,  that  he  had  cash 
on  hand  in  the  amount  of  $78,000."  U.  S.  v.  John 
son,  123  F.  (2)  111. 
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Without  evidence  of  a  foundation  upon  which  to  build 
the  theory  cannot  operate.  You  cannot  pour  water  into 
a  bottomless  barrel  and  expect  it  to  fill  and  overflow. 

THE  MURRAY  CASE 

In  Murray  v.  United  States,  117  F.  (2d)  40,  defend- 
ant was  Director  of  Public  Works  of  Kansas  City,  Mo. 
During  the  taxable  year  he  received  large  sums  of 
money  from  Pendergast  and  others  as  consideration 
for  special  favors.  The  money  was  not  reported  as 
income  and  indictment  followed.  Murray  never  denied 
receipt  of  the  money  in  the  taxable  year,  but  claimed 
it  was  a  gift  and  not  income. 

"Defendant  does  not  on  this  appeal  challenge 
the  correctness  of  the  Government's  claim  as  to 
the  amount  and  the  items  of  his  income,  nor  did 
he  do  so  in  the  lower  court.  He  denies,  however, 
that  the  excess  of  his  receipts  during  the  years  in 
question  over  what  he  reported  was  in  fact  income 
but  claims  that  these  sums  were  given  to  and 
received  by  him  as  gifts."  Page  42. 

The  lack  of  resemblance  to  the  case  at  bar  is  too  appar- 
ent for  further  argument. 

PLAINTIFF'S  EXHIBIT  NO.  II  SHOWED  ENTRY 
INTO  A  SAFETY  DEPOSIT  BOX 

Appellant  objected  to  the  introduction  in  evidence 
of  Plaintiff's  Exhibit  No.  11,  the  safety  deposit  slip 
purporting  to  show  that  appellant  entered  the  box 
shortly  after  his  interview  with  the  agent  Neilsen,  on 
the  grounds  of  incompetency,  irrelevancy  and  imma- 
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teriality.  (R.  104.)  The  error  of  allowing  this  evidence 
to  go  before  the  jury  is  epitomized  in  appellee's  own 
argument  to  this  court  on  Page  26  of  their  brief: 

"In  view  of  the  defendant's  admitted  accumu- 
lation of  large  sums  of  currency  in  his  safety 
deposit  box,  and  business  safe,  these  unexplained 
entries  into  this  second  box  were  circumstances 
pertinent  to  the  issue  of  withholding  and  secreting 
income." 

This  inflammatory  and  prejudicial  evidence  was  not 
limited  to  the  introduction  of  the  exhibit  but  was 
enlarged  and  made  indelible  in  the  minds  of  the  jury 
by  arguments  of  counsel  to  the  jury.  (R.  417,  420, 
432,  433.) 

Of  what  possible  relevancy  could  this  testimony  be? 
No  evidence  was  submitted  to  connect  up  the  contents 
of  the  box.  It  was  never  claimed  that  the  government 
was  seeking  undisclosed  assets.  Indeed,  the  whole  gov- 
ernment case  is  predicated  upon  assets  known,  counted 
and  particularly  described,  right  down  to  the  last 
penny.  If  we  view  the  evidence  in  its  entirety,  of  what 
possible  relevancy  could  it  be  that  appellant  went  to 
one,  two  or  a  dozen  safety  deposit  boxes,  unless  the 
appellee  could  show  by  circumstances  that  lost  or  con- 
cealed assets  which  it  was  following  were  traced 
thereto  and  vanished  into  the  void  at  that  point  on  the 
trail. 

There  are  numerous  cases  illustrative  of  the  prin- 
ciple set  forth  in  appellant's  opening  brief  to  the  effect 
that  evidence  without  probative  value  is  inadmissible. 
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Among  these  is  Steinberg  v.  United  Stntes,  14  F.  (2d) 
564  (CCA.  2),  where  the  following  appears  at  Page 
567: 

"The  fundamental  object  of  the  prosecution  was 
to  show  that  Steinberg  during  1921  received  in- 
come —  i.e.,  made  gains  —  from  liquor  sales.  Pre- 
sumably to  that  end  there  was  admitted  in  evi- 
dence a  photostat  of  some  or  all  (we  cannot  be 
sure  which)  of  the  pages  of  an  account  or  memo- 
randum book,  found  by  a  \isitor  to  Steinberg's 
office  during  the  latter's  absence,  behind  a  row  of 
books  standing  in  a  bookcase  *  *  *  But  the  book 
was  most  injurious,  because  (if  for  no  other  rea- 
son) some  entries  suggested  that  bribes  had  been 
paid  to  prohibition  or  'revenue'  officials.  No  legal 
question  will  be  served  by  dwelling  on  this  docu- 
ment *  *  * ;  under  the  circumstances  we  think  it 
was  serious  error  to  admit,  because  it  was  not 
probative  and  was  inBammatory."  (Italics  ours.) 

In  the  case  of  State  v.  PoweU,  245  Pac.  128  (Kan. 
1926)  where  the  defendant  was  being  prosecuted  for 
the  felony  of  knowingly  accepting  bank  deposits  after 
a  bank  had  become  insolvent,  and  where  the  contested 
issues  were  whether  the  bank  was  insolvent  and 
Powell,  as  \ice-president,  knew  it  was  insolvent,  there 
ha\ing  been  substantial  e\idence  admitted  to  show 
that  over  a  period  of  years  the  bank  assets  had  been 
misappropriated  by  its  officers,  and  it  ha\ing  been 
shown  that  Powell's  salary  as  vice-president  was  $200 
per  month,  eWdence  offered  and  objected  to  that  Powell 
owned  and  resided  in  a  home  worth  $20,000  was  held 
impertinent  and  irrelevant  to  the  issues  in  the  case  and 
reversible  error. 


18 


CONCLUSION 

From  the  foregoing  arguments,  we  submit  to  this 
Honorable  Court  that  the  appellee  has  been  unable  to 
defend  its  position  in  this  cause.  May  we  respectfully 
suggest  that  the  language  originally  expressed  in  the 
case  of  Grain  v.  United  States,  162  U.  S.  625,  644, 
16  S.  Ct.  959,  40  L.  Ed.  1097,  and  subsequently  re- 
peated in  the  case  of  United  States  v.  Johnson,  123  F. 
(2d)  111  (CCA.  7)  is  most  appropriate  here: 

"*  *  *  nor  ought  the  courts,  in  their  abhorrence 
of  crime,  nor  because  of  their  anxiety  to  enforce 
the  law  against  criminals,  to  countenance  the 
careless  manner  in  which  the  records  of  cases 
involving  the  life  or  liberty  of  an  accused  are  often 
prepared.  Before  a  court  of  last  resort  affirms  a 
judgment  of  conviction  of,  at  least,  an  infamous 
crime,  it  should  appear  affirmatively  from  the 
record  that  every  step  necessary  to  the  validity 
of  the  sentence  has  been  taken  *  *  *." 

Respectfully  submitted, 

GAGLIARDI,  URSICH  &  GAGLIARDI, 
and 

FRANK  HALE, 

Attorneys  for  Appellant 


APPENDIX  I 

EXCERPTS  FROM  TESTIMONY  OF 
ROBERT  E.  BIRCH 

Record  367 : 

"Q.  So  then,  this  statement  that  you  have  pre- 
pared carries  the  amount  which  was  allowed  to 
be  exempt  from  law? 

"A.  That's  right. 

"Q.  And  those  years  he  paid  the  taxes,  did  you 
figure  the  amount  of  tax  that  he  paid,  and  did 
you  figure  the  amount  that  he  earned  that  year? 

''A.  That's  right. 

*'Q.  Now,  each  of  these  years,  you  have  you 
say,  accumulative,  accumulating  from  year  to 
year? 

''A.  That's  right." 
Record  368  and  369 : 

"Q.  What  was  the  amount  of  Mrs.  Barcott's 
earnings  during  that  period,  of  you  say,  twenty 
years,  or  nineteen  years? 

"A.  We  took  it  on  a  basis  of  sixteen  years. 

"Q.  Sixteen  years? 

"A.  There  has  been  a  total  of  thirty-six  thou- 
sand dollars. 

'*Q.  And  what  was  the  total  amount  then,  be- 
tween the  two  earnings,  the  earnings  of  the  busi- 
ness and  Mrs.  Barcott  as  her  own  individual  tips, 
without  considering  any  wages  she  was  paid? 


*'A.  For  the  full  time  1919  through  — 

"Q.  Yeah. 

''A.    —1945? 

"Q.  Yes. 

"A.  That  would  be  a  hundred  and  sixty-six 
thousand,  two  hundred  and  thirty-seven  dollars 
and  fifty-three  cents." 

Record  373  and  374 : 

"A.  Well,  we  examined  the  bank — we  obtained 
a  list  of  the  time  of  certificate  of  deposits  the  bank 
had,  the  National  Bank  of  Washington,  for  the 
years  1937  through  1943;  we  examined  his  U.  S. 
Savings  Bonds,  series  D,  E,  and  G ;  we  went  down 
to  his  safe  deposit  box,  we  hadn't  examined  that, 
and  obtained  the  amounts  to  the  issue  dates  of  the 
various  years.  Those  were  for  the  years  1940 
through  1945.  His  U.  S.  Bonds,  series  B,  the 
information  was  obtained  from  a  tax  file  of 
another  firm  of  accountants  here  in  town.  We 
examined  the  savings  account  at  the  Pacific  First 
Federal  Savings  and  Loan.  That  ran  from  1930 
through  1945.  The  Alpha  Corporation  was  from 
1935  to  1945.  The  savings  account  at  the  National 
Bank  of  Washington  was  examined,  that  was 
from  1937  to  1945.  The  savings  account  at  the 
Tacoma  Savings  and  Loan  Association  was 
examined  from  1927  —  I  believe  that  was  closed 
out  in  1931.  The  boat  'Ranger,'  the  cost  of  that 
was  obtained  from  Mr.  Barcott.  The  real  estate 
contract,  that  was  for  his  son  Anton,  was  ex- 
amined, that  was  for  the  years  1937  to  1945. 
Conditional  sales  contract  with  his  son  Anton 
was  examined  from  1937  through  1945.  The 
investment  in  the  California  Oyster  House,  the 
information  was  obtained  from  Mr.  Barcott." 
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Record  374  and  375 : 

"A.  Well,  in  1919 —  do  you  want  his  net 
worth  or  just  — 

"Q.  Yeah,  the  net  worth  each  year. 

"A.  All  right.  In  1919  the  net  worth  increased 
two  hundred  and  fifty  dollars.  In  1920,  it  in- 
creased thirty-seven  hundred  dollars,  that's  over 
1919. 

*'Q.  In  that  increase  does  that  take  in  consid- 
eration the  tips  of  Mrs.  Barcott,  or  does  it  not, 
which? 

*'A.  In  1920? 

"Q.  Yeah.  1921,  and  1920. 

''A.  Yes,  it  starts  with  1920,  it  does  take  into 
consideration." 

Record  376,  377  and  378 : 

''Q.  Now  will  you  give  us  his  total  net  worth 
by  year,  as  cumulative?  Starting  from  1920  to 
1919  without  the  five  thousand. 

"A.  All  right.  In  1919  it  was  fifty-two  fifty  — 
these  are  consecutive  years,  I  won't  read  the 
years  — 

"Q.  Yes. 

''A.  Eighty-nine  fifty,  that's  eight  thousand 
nine  hundred  and  fifty  dollars;  twelve  thousand 
eight  hundred  and  fifty  dollars ;  sixteen  thousand 
five  hundred  dollars;  nineteen  thousand  six  hun- 
dred and  fifty  dollars ;  twenty-three  thousand  two 
hundred  dollars;  twenty-eight  thousand  six  hun- 
dred and  fifty  dollars;  thirty-four  thousand  one 
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hundred  dollars;  thirty-nine  thousand  five  hun- 
dred and  fifty  dollars;  forty-five  thousand;  fifty- 
two,  eight  fifty-one,  ninety-three;  fifty-eight, 
three  0  one,  ninety-three;  sixty-four,  three  fifty- 
one,  ninety-three ;  sixty-eight,  seven  0  one,  ninety- 
three  ;  seventy-three  0  fifty-one,  ninety-three ;  sev- 
enty-seven, four  0  one,  ninety-three;  eighty-one, 
seven  fifty-one,  ninety-three;  eighty-four,  two 
sixty-five,  sixty-eight ;  eigthy-three,  four  fifty-six, 
eighty-seven ;  eighty-five,  eight  0  three,  fifty-eight ; 
eighty-seven,  nine  0  three,  fifty-eight ;  ninety-one, 
four  ninety-four,  eighteen;  ninety-four,  three 
forty-one,  sixty-seven;  ninety-nine  seven  thirty- 
three,  twenty-one;  and  1943  it  was  a  hundred  and 
eleven  thousand,  two  thirty-four,  fifty-three;  '44 
it  was  a  hundred  and  nineteen,  six  sixty-one, 
seventy-six ;  and  '45  it  was  a  hundred  and  twenty- 
nine  thousand  two  hundred  and  fifty-two  dollars 
and  ninety-nine  cents. 

''Q.  What  was  it  at  the  end  of  the  year  1942? 

"A.  At  the  end  of  nineteen  hundred  and  forty- 
two  it  was  ninety-nine  thousand,  seven  thirty- 
three,  twenty-one. 

"Q.  And  that  was  his  net  worth  at  that  time? 

"A.  That's  right. 

"Q.  After  you  deducted  all  the  living  expenses. 
Is  that  true? 

"A.  That  is  correct. 

"Q.  And  now  — 

*'The  Court  :  Why  don't  you  carry  that  through 
'43  — or  '44  and  '45? 


"Q.  What  was  it  in  1944,  at  the  end  of  the 
year  1944? 
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"A.  It  was  a  hundred  and  nineteen  thousand, 
six  sixty-one,  seventy-six. 

"Q.  And  at  the  end  of  the  year  1945? 

''A.  A  hundred  and  twenty-nine  thousand,  two 
fifty-two,  ninety-nine. 

"Q.  Now,  have  you  checked  the  number  of  bond 
and  the  amount  of  United  States  bond  that  Mr. 
Barcott  has? 

"A.  We  did  on  the  series  D,  E  and  G. 

*'Q.  Well,  did  he  have  any  other  bond? 

"A.  He  had  some  series  B  bonds. 

"Q.  When  were  they  purchased? 

"A.  Well,  they  were  purchased  in  1936. 

*'Q.  '36.  And  the  total  amount  of  bond,  how 
much  did  he  have?  What  become  of  the  1936  bond, 
the  series  B? 

"A.  Those  were  cashed. 

"Q.  When  were  they  cashed? 

''A.  I  believe  in  1946. 

"Q.  '46.  That  didn't  include  in  this  report.  In 
1945,  then,  how  many  United  States  bond  did  he 
have?  '45,  at  the  end  of  1945. 

"A.  At  the  end  of  '45  he  had  seventy-eight 
thousand,  four  hundred  and  fifty  dollars. 

"Q.  In  United  States  bond.  In  adding  all  his 
asset,  what  other  property  did  you  take  in  con- 
sideration?" 


Record  397: 

*'Q.  And  you'd  stake  your  reputation  as  a  certi- 
fied public  accountant,  on  that  statement? 

"A.  A  possibility,  that  is  correct. 

"Q.  Now  taking  all  the  figures  that  you've  put 
together  here  with  all  these  seven  dollars  and  a 
half  every  day  over  all  these  years,  and  down 
to  the  item  in  exhibit  number  three,  you  still  show 
an  understatement  of  income,  don't  you?  That 
they  are  still  liable  in  income  tax. 

"A.  No,  I  wouldn't  say  that.  _ 

*'Q.  Well,  don't  you  show  a  difference  of  forty- 
three  thousand,  six  hundred  and  eighty-six  dol- 
lars and  eighteen  cents,  which  is  an  understate- 
ment by  them  —  ^ 

''Oh,  I  see  what  you  mean.  Excuse  me,  I  didn't 
quite  understand. 

''Q.  Isn't  that  correct? 

"A.  Yes,  that's  right." 


APPENDIX  II 

EXCERPTS  FROM  TESTIMONY  OF 
HARRY  O.  SWANSON 

Record  136  and  137: 

*'Q.  And  after  you  examined  the  date,  you 
assumed  that  Mr.  Barcott,  all  he  had  in  that  box 
in  December  31,  1942,  was  $23,000? 

**A.  That's  right. 
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"Q,  You  had  no  other  information  but  your 
own  assumption. 

"A.  That's  right. 

"Q.  Then  the  bonds  were  purchased  after  Jan- 
uary 1,  1943?  The  bonds  that  you  inventoried 
were  purchased  after  January  1,  1943? 

"A.  No,  sir,  that's  not  quite  true.  We  inven- 
toried all  that  were  in  the  box,  some  were  pur- 
chased prior  to  that  date. 

"Q.  Some  were  purchased  prior  to  that  date, 
and  some  were  purchased  prior — after  that  date? 

"A.  Yes,  that's  right. 

''Q.  Those  who  were  purchased  prior  to  that 
date,  you  assumed  that  he  had  them  before  Jan- 
uary 1,  1943? 

"A.  We  —  from  the  issue  date  we  determined 
they  were  purchased  at  a  certain  time,  and  if 
they  were  issued  prior  to  January  1,  1943,  we 
assumed  they  were  purchased  prior  to  January 
1,  1943. 

"Q.  And  what  he  purchased  after  January  1, 
1943,  then  you  assumed  he  purchased  on  that 
time? 

**A.  At  the  issue  date,  yes,  sir. 

**Q.  Issue  date.  And  you  assumed  that  he  got 
that  money  from  the  business? 

"A.  Yes,  I  had  no  other  knowledge. 

"Q.  You  had  no  other  knowledge,  you  made  no 
other  inquiry? 

"A.  I  made  other  inquiry,  yes,  sir. 
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"Q.  Where  did  you  inquire? 

'*A.  We  inquired  from  Mr.  Barcott,  he  was 
asked  numerous  times  after  the  first  contact  if 
he  had  any  other  source  of  income. 

*'Q.  Just  asked  the  sources  of  income? 

"A.  That's  right. 

"Q.  Did  he  tell  you  that  he  had  been  in  business  I 
since  1919?  ' 

"A.  That's  right.  |: 

"Q.  That  he,  his  wife,  and  his  son,  operate  the  \\ 
restaurant  since  1919  continuously,  the  Calif  or-  ' 
nia  Oyster  House? 

"A.  I  am  not  sure  about  the  other  members  of 
his  family,  but  he  said  that  he  had  operated  the 
restaurant  — 

"Q.  Didn't  he  say  he  and  his  wife  and  the  two 
sons  operate  it? 

"A.  He  said  his  wife  had  been  there  part  of 
the  time." 


APPENDIX  III 
STIPULATION  CONCERNING  BUSINESS  RECORDS 

Record  401 : 

"Mr.  Pomeroy  :  There  was  a  stipulation  to  be 
agreed  upon,  and  also  I  would  like  to  call  Mr.  Bar- 
cott back  for  a  few  more  questions. 

''The  stipulation  is  to  the  effect  that  Thomas 
F.  Ray  was  a  qualified  attorney  engaged  in  the 
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practice  of  the  law  in  the  City  of  Tacoma,  from 
1906  until  his  death  in  1944;  and  John  Barcott 
was  a  client  of  Mr.  Ray  for  a  period  of  about 
fifteen  years,  beginning  about  1928;  that  about 
May,  1943,  Mr.  Ray  removed  all  of  his  office  rec- 
ords and  files  from  his  office  in  the  Puget  Sound 
Bank  Building,  Tacoma,  to  his  daughter's  home 
near  the  Lakeside  Boat  Club,  American  Lake ;  and 
that  after  his  death,  sometime  up  until  the  present 
time,  these  files  have  become  lost,  scattered,  or 
destroyed." 

"Mr.  Hale:  There  is  a  stipulation  between 
counsel  for  both  sides,  if  Your  Honor  please." 

"The  Court  :  Very  well,  the  stipulation  will  be 
entered  as  a  fact.  The  Court  heard  the  reading  of 
the  stipulation  in  reference  to  Mr.  Barcott's  em- 
ployment, and  what  records  Mr.  Ray  had  during 
that  time  was  lost  after  the  death  of  Mr.  Ray. 
That  is  a  statement  of  fact." 


COLLOQUY  BY  COUNSEL 

Record  402 : 

"Mr.  Gagliardi  :  I  have  Mr.  Birch  for  a  little 
further  testimony,  Your  Honor.  I  had  forgot  a 
few  questions  concerning  dividends  and  interest, 
which  I  didn't  question  him.  Mr.  Birch,  will  you — 

"Mr.  Pomeroy:  Well,  I'll  stipulate  that  he  has 
dividends  and  interest  and  they  are  approxi- 
mately the  same  as  what  we  have  in  there. 

"Mr.  Gagliardi  :  And  that  it  is  reported  in  the 
income  tax  — 


"Mr.  Pomeroy  :  It  is  reported." 
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PETITION  FOR  REHEARING 

The  appellant,  John  Barcoit,  by  and  through  his 
attorneys  of  record,  respectfully  petitions  this  Honorable 
Comt  for  a  rehearing  of  the  above  entitled  cause  on  the 
grounds  and  for  the  following  reasons: 

I. 

The  opinion  of  the  Court  indicates,  withotu  so  de- 
claring, that  Avhen  a  taxpayer  has  filed  an  income  tax 
return  which  is  presumed  to  be  correct,  a  sho^ving  of 
assets  acquired  or  expenditures  made  by  him  is  sufficient 
to  overcome  the  presiunption  of  correctness  of  the  return 


and  is  prima  facie  evidence  that  all  of  his  income  has 
not  been  reported,  thereby  establishing  the  necessary 
corpus  for  criminal  prosecution. 

11. 

The  opinion  of  the  Court  indicates,  without  so  declar- 
ing, that  an  increase  in  net  worth  for  a  given  year  is 
established  by  a  mere  showing  that  certain  assets  were 
acquired  by  the  taxpayer  in  excess  of  his  reported  income 
for  a  certain  year  without  the  necessity  of  showing  what 
the  taxpayer's  net  worth  might  have  been  at  the  com- 
mencement of  the  taxable  year. 

III. 

The  Court's  opinion  indicates  that  it  was  based  upon 
facts  which  were  not  in  the  case,  namely,  that  at  the  time 
the  appellant  surrendered  his  stock  in  Fishermen's  Pack- 
ing Corporation  it  was  "income  producer." 

IV. 

Reaching  the  conclusion  that  the  appellant's  surrender 
of  stock  and  the  purchase  of  some  items  of  furniture  on 
the  instalment  plan  was  sufficient  for  the  jury  to  infer  that 
the  appellant  was  impecunious  prior  to  January  1,  1942, 
indicates  that  the  Court  has  failed  to  consider  that  even 
on  the  Government's  theory  of  the  case  the  appellant 
was  worth  at  least  $53,000.00  as  of  December  31,  1941, 
making  the  above   mentioned   inference   impossible. 

V. 

The  opinion  indicates  that  the  Court  has  not  applied 
the  doctrine  whereby  all  circumstances  submitted  in  evi- 
dence must  exclude  every  other  hypothesis  but  that  of 
guilt. 


ARGUMENT 

In  analyzing  the  opinion  of  the  Court  in  this  cause, 
counsel  lor  the  appellant  feel  that  they  have  failed  to 
clarify  the  appellant's  position,  both  as  to  law  and  as  to 
facts.  It  was  intended  to  show  that  the  several  bits  of 
evidence  introduced  by  the  (Government  dwell  with  only 
one  phase  of  the  crime,  namely,  criminal  agency,  and 
that  no  facts  were  introduced  which  proved  the  other 
clement,  to-^vit,  the  corpus. 

AS  TO  THE  CORPUS 

The  appellant  has  made  the  following  contentions  in 
this  case: 

(1)  That  he  has  filed  income  tax  reports  which  are 
presinncd  to  be  correct. 

(2)  That  there  has  been  no  evidence  introduced  of 
any  unreported  income  from  the  sources  listed  in  his 
reports. 

(3)  That  there  has  been  no  evidence  of  any  unreported 
source  of  income. 

It  is  conceded  by  the  atuhorities  and  text  wTiters  that 
the  corpus  delccti  consists  of  two  elements:  First,  the 
body  of  the  crime,  and  second,  the  criminal  intent  or 
agency.  In  this  brief  petition  we  quote  only  one  definition 
from  Vol.  1 .  Words  and  Phrases,  Second  Series,  page 
1066: 

"The    corpus  delecti"  is  made  up,  *  *  *  says  Mr. 
Best,    "of  tA\'o  things:  First,  certain  facts  forming  its 


basis;  and,  secondly,  the  existence  of  criminal  agency 
as  the  cause  of  them."  State  v.  Rogoway,  78  Pac.  987, 
989,  45  Or.  601,  2  Ann  Cas.  431  (quoting  Best  (Ed. 
1883  Sec.  442). 

An  analysis  of  the  facts  shows  that  all  of  the  Govern- 
ment's proof  in  this  case  goes  to  the  second  element 
only.  There  is  no  showing  that  the  income  tax  statements 
filed  by  the  appellant  failed  to  include  all  of  the  income 
from  the  sources  listed  therein.  The  reports  are  presumed 
to  be  correct  and  there  is  no  evidence  of  a  single  item 
of  income  received  from  the  reported  sources  which  was 
not  included  in  the  reports  by  the  appellant.  If  an  un- 
reported source  of  income  had  been  shown,  the  arguments 
of  the  Government  and  the  opinion  of  the  Court  in  this 
case  would  be  appropriate,  as  then  there  would  exist  a 
corpus  upon  which  all  other  evidence  of  intent,  conscious- 
ness of  guilt,  etc.,  would  have  a  basis  upon  which  to 
operate.  In  our  case  circumstances  offered  to  prove  the 
delict  operate  only  on  other  circtniistances  of  a  similar 
nature.  Even  if  this  evidence  were  increased  a  hundred 
fold  over  what  was  offered  it  would  still  go  only  to 
criminal  agency  and  would  fail  to  make  a  case  withotit 
proof  of  the  corpus. 

If  it  is  the  ruling  of  this  Court  that  the  burden  of 
proving  the  corpus  of  an  income  tax  evasion  case  is  met 
by  showing  that  the  taxpayer  acqtiired  assets  or  made 
expenditures  in  excess  of  the  reported  income  for  the 
given  year,  and  that  the  presumption  of  correctness  of 
an  income  tax  return  is  dissipated  thereby,  it  is  sincerely 
requested  that  this  Honorable  Court  clarify  its  opinion 
in  this  regard,  for  in  matters  as  serious  as  these,  no 
doubt  or  room  for  misconstruction  should  be  permitted 
to  exist. 


AS  TO  THE  NET  WORTH 

All  of  the  cases  cited  to  this  Honorable  Court  pertain- 
ing to  the  aclniissibility  of  evidence  of  net  worth  indicated 
that  a  prerequisite  to  the  introducion  of  such  evidence 
was  actual  proof  of  the  net  worth  at  the  commencement 
of  the  period.  If  it  is  the  opinion  of  the  Court  that  any 
increase  in  assets  over  reported  income  for  a  given  year 
shall  be  deemed  to  be  an  increase  in  taxpayer's  net  worth, 
and  that  no  other  anchor,  basis  or  foundation  is  needed, 
it  is  respectfully  urged  that  the  opinion  of  the  Court  be 
modified  so  as  to  clearly  indicate  this  change  and  de- 
parture from  previous  decisions. 

AS  TO  SURRENDER  OF  APPELLANT'S 
INCOME  PRODUCING  STOCK 

On  page  2  of  the  opinion  the  following  appears: 

"The  stock  was  an  income  producer.  A  dividend 
of  6  per  cent  was  paid  on  it  within  20  days  after  the 
surrender  by  appellant  of  a  portion  of  the  shares  in 
payment  of  the  note." 

There  was  no  evidence  in  the  case  ^vhich  we  can  recall 
thai  showed  appellant's  stock  to  be  an  income  producer 
prior  to  its  surrender.  We  cannot  see  how  the  Court 
can  say  that  had  appellant  possessed  available  funds  at 
the  time  he  would  not  have  sold  dividend  paying  stock 
to  discharge  an  obligation  on  a  note  when  there  is  no 
evidence  that  any  dividend  was  ever  declared  prior  to 
the  sale.  We  earnestly  submit  that  the  Court  was  in 
error  as  to  this  fact,  and  by  reason  thereof  an  injurious 
inference  Avas  dra^vn  from  the  evidence. 


AS  TO  THE  INFERENCE 

THAT  APPELLANT  WAS  WITHOUT 

FUNDS  PRIOR  TO  THE  YEARS 

IN  QUESTION 

The  Court  said  on  page  4  as  follows: 

"The  jury  were  also  entitled  to  draw  from  the 
evidence  the  inference  that  had  appellant  possessed 
available  funds  at  the  time  he  would  not  have  sold 
dividend  paying  stock  to  discharge  an  obligation  on 
a  note  or  have  purchased  furniture  on  the  install- 
ment plan." 

The  record  in  this  case  is  replete  with  evidence  showing 
that  the  appellant  was  far  from  impecunious  prior  to 
January  1,  1942.  He  had  a  bank  account  with  the  general 
average  of  $1,000;  he  was  the  owner  of  conditional  sales 
contracts;  owned  his  own  home;  owned  his  restaurant 
business;  and  was  also  possessed  of  a  large  quantity  of 
United  States  Savings  Bonds  prior  to  1941.  According  to 
the  Government's  o^vn  testimony  he  ^vas  ^vorth  at  least 
$53,000  on  December  1,  1941.  We  cannot  conceive  of 
the  Court  reaching  the  conclusion  which  it  did  in  the 
foregoing  quotation  if  it  had  considered  the  appellant's 
admitted  net  worth.  Our  failure  to  stress  this  fact  in  our 
previous  briefs  and  arguments  may  well  have  been  the 
reason  for  the  Court's  failure  to  consider  it  in  analyzing 
this  particular  evidence.  The  fact  remains,  however,  that 
when  it  is  considered,  it  makes  the  Court's  conclusion  a 
practical  impossibility,  and  a  rehearing  should  be  granted 
to  the  appellant  in  this  regard. 


AS  TO  THE  CIRCUMSTANTIAL  EVIDENCE 
INTRODUCED  BY  THE  GOVERNMENT 

Several  items  of  evidence  were  introduced  by  the 
Government  which  were  supposed  to  show  circumstan- 
tially that  the  appellant  was  guilty  of  income  tax  evasion. 
We  submit  that  each  and  every  item  of  evidence  listed 
below  is  just  as  consistent  with  innocence  as  it  is  with 
guilt,  and  that  none  of  tiiem  were  proper  to  be  considered 
by  the  jury. 

1.  Possession  of  war  bonds  acquired  during  the 
years  in  (jtiestion  in  excess  of  reported  income  for 
that  year. 

We  believe  it  lUterly  impossible  for  any  hiunan  agency 
to  say  that  such  a  purchase  can  mean  only  one  thing, 
to-wit.  the  purchase  of  bonds  with  current  income.  It 
seems  incredible  to  say  that  such  purchase  could  not  have 
been  from  prior  savings.  Common  kno\vledge  tells  us  that 
in  innumerable  instances  this  is  exactly  what  happened, 
^\hicli  proves  its  consistency  with  innocence. 

2.  Surrender  of  stock  and  ptirchase  of  furniture 
on  the  installment  plan. 

We  know  of  no  rule  for  human  behavior  which  invari- 
ably indicates  that  when  a  man  sells  stock  (even  dividend 
producing  stock),  or  buys  furniture  on  the  installment 
plan,  said  man  is  Avithout  fmids  or  assets  ^\■ith  which  to 
pay  for  them.  The  reasons  for  his  so  doing  are  multiple. 
He  may  ^\ish  to  pay  for  his  purchases  out  of  fiuure 
income.  He  may  reason  that  savings  expended  are  seldom 
replaced.    He   may  wish    to   retain   his   present   assets   for 
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other  purposes.  If  the  Court  will  reconsider  this  evidence 
in  the  light  of  human  experiences,  we  feel  certain  that 
many  hypotheses  will  present  themselves  which  are  per- 
fectly consistent  ^vith  the  appellant's  innocence. 

3.  Entry  into  another  safety  deposit  box. 

We  must  agiee  with  the  Court  that  the  time  element 
involved  in  this  transaction  may  lend  a  suspicious  cast 
to  the  appellant's  action.  But  convictions  cannot  be  sus- 
tained on  suspicions.  Was  it  reasonable  for  the  appellant 
to  visit  his  box  for  legitimate  purposes?  It  must  be  con- 
cluded that  it  was,  even  if  the  Court  and  jury  believe  it 
Avas  for  another  purpose.  Suppose  the  appellant  entered 
his  box  to  deposit  or  remove  certain  business  papers, 
which  is  not  an  unreasonable  supposition.  The  great 
injustice  worked  upon  the  appellant  by  allowing  the  jury 
to  speculate  as  to  the  purpose  of  the  entry  apparent. 

4.  Changing    small    currency    for    that    of    large 
denominations. 

It  is  admitted  that  one  who  was  attempting  to  evade 
income  taxes  might  use  this  method  to  reduce  the  bulk 
of  his  holdings.  But  this  possibility  does  not  foreclose  all 
other  reasonable  possibilities.  Distrust  of  banks  has  led 
to  the  lifetime  practice  of  hoarding  cash,  in  some  instances. 
Those  ^vho  make  a  practice  of  saving  cash  can  and  do 
conserve  vault  space  by  converting  their  savings  into 
larger  bills,  but  this  does  not  make  them  dishonest.  Many 
a  safe  deposit  box  has  been  opened  in  the  process  of 
probating  an  estate  which  revealed  quantities  of  large 
denomination  bills,  without  the  slightest  question  of 
surreptitious  acquistion  thereof.  This  has  been  especially 
true  in  the  cases  of  foreign  born  citizens.  That  a  hypothesis 


consislcni  with  innocence  exists,  is  sufficient  to  make  the 
use  ol   this  type  of  circunistaniial  evidence  inadmissible. 

Webster  defines  "hypothesis"  as  "something  not  proved, 
hut  assumed  or  conceded  for  the  purpose  of  argument." 
It  is  a  mere  supposition,  llie  appellant  did  not  have  to 
prove  his  actions  in  the  foregoing  instances  were  innocent. 
It  is  enough  that  theoretically  they  could  have  been.  This 
is  the  law's  great  protection  (not  only  for  this  appellant, 
but  for  all  of  us),  against  conviction  by  promiscuous  use 
of  circumstances  which  may  or  may  not  prove  guilt. 

CONCLUSION 

In  conclusion,  we  submit  that  one  inescapable  fact 
presents  itself  in  this  case.  That  is,  that  the  appellant  fded 
income  tax  returns  for  the  year  in  question  which  are 
presumed  to  be  conect,  contain  the  restaurant  business 
as  a  source  of  income,  and  the  returns  as  made  stand 
unchallenged  and  unimpcached,  without  a  shred  of  evi- 
dence that  any  of  said  returns  is  erroneous  inasmuch  as 
a  single  dollar.  Circumstantial  evidence  of  criminal  agency 
has  been  offered  but  no  evidence  was  offered  to  show  the 
existence  of  any  corpus  upon  which  the  circumstances  can 
operate.  To  sustain  a  conviction  the  Court  must  find 
that  in  income  tax  evasion  cases  a  corpus  is  established 
whenever  the  acquistion  of  assets  is  simply  greater  than 
the  reported  income  for  a  given  year.  We  have  found  no 
reported  case  which  has  gone  to  this  extent.  A  rehearing 
on   this  qustion  is  respectfuly  requested. 

It  is  further  submitted  that  the  case  also  should  be 
considered  on  the  basis  that  the  Appellate  Court  regarded 
it  as  a  fact  that  the  appellant's  stock  was  income  producing 
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when  he  disposed  of  it,  as  well  as  for  the  reason  that  the 
Court  failed  to  consider  that  the  appellant  was  worth  a 
minimum  of  $53,000  when  it  reached  the  conclusion  that 
it  could  be  infered  that  the  appellant  was  impecunious 
by  reason  of  his  sale  of  stock  and  purchase  of  some  items 
of  furniture  on  conditional  sales  contract. 

Furthermore,  a  rehearing  is  requested  to  enable  the 
Court  to  further  examine  into  the  circumstantial  evidence 
submitted  into  the  case  for  the  purpose  of  testing  it  with 
the  doctrine  of  hypotheses  of  innocence. 

If,  after  a  rehearing,  this  Court  should  adhere  to  its 
original  decision,  in  order  to  prevent  future  confusion  on 
a  highly  important  and  most  serious  question,  it  is  re- 
quested that  an  opinion  be  delivered  which  sets  forth  the 
proposition  that  acquistion  of  assets  in  excess  of  reported 
income  will  overcome  the  presumption  of  correctness  of 
a  filed  return  and  will  establish  a  corpus  for  criminal 
prosecution.  In  this  event  it  also  earnestly  requested  that 
the  opinion  set  forth  the  proposition  that  acquistion  of 
assets  in  excess  of  reported  income  for  a  given  year  is 
regarded  as  an  increase  in  the  taxpayer's  net  ^vorth,  and 
no  other  basis  or  foundation  is  needed  to  support  the 
inference. 

Respectfully  submitted, 

GAGLIARDI,   URSICH   &   GAGLIARDI, 

and 
FRANK  HALE, 

Attorneys  for  Appellant. 
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The  Tax  Court  of  the  United  States 
Docket  No.  6695 

KENNEDY  NAMEPLATE  COMPANY, 
A  Corporation, 

Petitioner, 

vs. 

COMMISSIONER  OF  INTERNAL  REVENUE, 

Respondent. 

DOCKET  ENTRIES 

1944 

Dec.  11 — Petition  received  and  filed.  Taxpayer  noti- 
fied.   Fee  paid. 

Dec.  11 — Copy  of  petition  served  on  General  Coun- 
sel. 

Dee.  27 — Entry  of  appearance  of  C.  Earle  Memory 
as  coimsel  filed. 
1945 

Feb.     5 — Answer  filed  by  General  Counsel. 

Feb.     5 — Request  for  hearing  in  Los  Angeles,  Cali- 
fornia filed  by  General  Counsel. 

Feb.     9 — Notice  issued  placing  proceeding  on  Los 
Angeles  calendar.    Service  of  answer  and 
request  made. 
1946 

Apr.  16 — Hearing  set  June  10,  1946,  Los  Angeles, 
Calif. 
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1946 

June  12 — IJeaiiiii;  liad  before  Judsc  Hlaek  on 
merits.  Af)pe.iran('e  of  Preston  I).  Oren, 
as  counsel  Hied  ;d  hearing.  Petitioner's 
brief  due  8/1/46.  Respondent's  brief  due 
9/1/46.    Petitioner's  reply  due  10/1/46. 

July    1— Transcript  of  hearing  6/12/46  filed. 

July  29 — Brief  filed  by  taxpayer.    Copy  served. 

Sept.  5— Motion  foi-  extension  to  Oct.  1,  1946,  to 
file  respondent's  brief  filed  by  General 
Counsel.    9/6/46.   Granted. 

Sept.27— Reply  brief  filed  by  General  Counsel. 
Served  9/30/46. 

Oct.  15 — Reply  brief  filed  by  taxpayer.  Copy 
served. 

1947 
May  29 — Memorandum  findings  of  fact  and  opin- 
ion rendered,  Judge  Black.    Decision  will 
be  entered  under  Rule  50.    6/3/47  copy 
served. 

June  20— Motion  to  vacate  and  set  aside  the  Memo- 
randum findings  of  fact  and  opinion  filed 
by  taxpayer. 

July  9— Respondent 's  computation  for  entry  of 
decision  filed. 

Jidy  14— Hearing  set  August  6,  1947,  Wash.,  D.  C, 

on  Rule  50. 
July  14 — Older  denying  motion  to  vacate  and  set 

aside  memorandum  findings  of  fact  and 

opinion  entered. 
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1947 
July  29 — Consent  to  respondent's  computation  filed. 

July  30 — Decision  entered,  Judge  Black,  Div.  15. 

Oct.  27— Petition  for  review  by  U.  S.  Circuit  Coui-t 
of  Appeals,  Second  Circuit,  with  assign- 
ments of  error  filed  by  taxpayer. 

Nov.    3 — Proof  of  service  filed. 

Nov.  10 — Designation  of  record  filed  by  taxpayer. 

Nov.  24 — ^Proof  of  service  of  designation  of  record 
filed.  [1*] 

The  Tax  Court  of  the  United  States 
Docket  No.  6695 

KENNEDY  NAMEPLATE  COMPANY,  a  Corpo- 
ration, 

Petitioner, 

vs. 

COMMISSIONER  OF  INTERNAL  REVENUE, 

Respondent, 

PETITION 

The  above-named  petitioner  hereby  petitions  for 
a  redetermination  of  the  deficiency  set  forth  by  the 
Commissioner  of  Internal  Revenue  in  his  notice 
of  deficiency  (LA:IT:90D:PAK)  dated  September 


•  Page  numbering  appearing  at  top  of  page  of  original  certified 
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•21,  1944,  ;iih1  as  a  basis  of  his  |)r()ceeding  alleges 
as  follows: 

1.  TIk'  petitioiior  is  a  corporation  incorporated 
uiulcr  the  Inws  of  the  State  of  California  with  prin- 
cipal office  at  4509  Pacific  Boulevard,  Los  Angeles, 
11,  California.  The  returns  foi-  tlic  periods- '  here 
involved  were  filed  with  the  Colled (ti-  for  the  fith 
District  of  California. 

2.  '^riie  notice  of  deficiency  (copy  of  which  is 
attached  nnd  marked  Exhibit  ''A"")  was  mailed  to 
the   petitioner  on   September  21,   1944. 

3.  The  taxes  in  controversy  are  income,  excess 
profits,  declared  value  excess  profits  and  Section 
102  taxes  for  the  fiscal  years  ended  June  30,  1941, 
and  -Tnne  30,  1942,  and  in  the  amomit  of  $30,098.59. 

4.  The  determination  of  tax  set  forth  in  the  said 
notice  of  deficiency  is  based  upon  the  following 
errors : 

(A)  The  commissioner  ])roposes  to  disal- 
low^ the  com])ensation  paid  to  J.  W.  Hayek  and 
W.  J.  Kennedy  in  the  amount  of  $5,936.58  each 
for  the  fiscal  year  ended  June  30,  1941,  and 
$5,858.18  each  for  the  fiscal  year  ended  June 
30,  1942. 

(B)  The  commissioner  contends  that  for 
each  of  the  taxable  years  ended  June  30,  1941, 
and  June  30,  1942,  the  petitioner  was  availed 
of  for  the  ])urpose  of  ])reventing  the  imposition 
of  surtax  upon  its  shareholders  through  the 
medium  of  ])ermitting  its  earnings  to  accumu- 
late beyond  the  reasonable  needs  of  its  Imsiness 
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and  has  accordingly  imposed  a  surtax  under 
the  provisions  of  Section  102  of  the  Internal 
Revenue  Code  in  the  amounts  of  $6,544.38  and 
$9,115.11  for  each  of  such  years  respectively. 

5.  The  facts  upon  which  the  petitioner  relies  as 
the  basis  of  this  proceeding  are  as  follows : 

Compensation  of  Officers 

The  Commissioner  has  not  alleged  that  the  serv- 
ices were  not  rendered  and  this  petitioner  is  there- 
fore submitting  no  facts  on  that  point.  [2] 

Mr.  J.  W.  Hayek  is  the  president  of  the  corpora- 
tion and  all  of  his  time  is  devoted  to  the  supervi- 
sion of  the  petitioner's  production  and  technical  ac- 
tivities. Mr.  W.  J.  Kennedy  is  the  Secretary-Treas- 
urer of  the  corporation  and  is  in  complete  charge 
of  the  administrative,  executive,  sales  and  engineer- 
ing activities  of  the  petitioner.  These  two  men  are 
solely  responsible  for  all  of  the  activities  of  the 
corporation  since  its  inception  23  years  ago  and 
have  devoted  all  of  their  time  to  its  business. 

]\Ir.  Hayek  has  spent  the  past  35  years  in  the 
technical  aspect  of  the  production  of  nameplates 
and  allied  products,  is  a  recognized  authority  in 
this  field  and  was  one  of  the  pioneer  nameplate 
manufacturers  in  the  United  States.  His  technical 
skills  comprise  etching,  chemical  and  electro  plat- 
ing, finishing  of  metals,  sheet  metal  working,  tool 
and  die  making,  photographic  techniques,  decalco- 
mania,  plastics  and  their  derivatives,  properties  and 
uses  of  acids,  lithography,  production  and  manu- 
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factnring-  teeliniquos.   TT(!  lias  been  a  leader  in  these 
fields  from  flic  JK-oijiiiin^  of  the  industiy. 

Mr.  Kennedy  has  been  a  sales  and  administra- 
tive executive  foi-  more  than  30  years  and  has  held 
executive  positions  with  such  firms  as  Stewart 
Maiuifacturin^-  ToTiipany  of  Chicago,  International 
Products  Company  of  New  York,  Cia  International 
de  Productos  and  Cia  Central  de  Produetos  of  Ar- 
gentine and  Paraguay,  Marshall  Field  &  Company 
of  Chicago  and  (more  than  25  years  ago)  was  assist- 
ant to  the  Vice-President  of  Sulzberger  &  Sons 
(later  Wilson  &  Company,  packers).  His  educa- 
tional background  includes  seven  years  post  gradu- 
ate work  in  advertising  and  sales  engineering  at 
the  University  of  Southern  California,  two  years 
as  director  of  University  College  and  the  recent 
completion  of  a  course  in  jjlastic  chemistry  con- 
ducted by  the  California  Institute  of  Technology 
and  is  a  recognized  i)lastic  engineer. 

Mr.  Keiniedy  i)urchased  the  Hayek  Nameplate 
Company  in  Minneapolis  in  1921  and  immediately 
moved  it  to  California  nnd  incorjxjvated  it  in  1923 
as  the  Kemiedy  Nameplate  Com])any,  tlie  petitioner 
herein.  Mr.  Hayek  came  with  the  company  and 
these  two  men  have  o7)erated  the  com])any  jointly 
since  that  time. 

Til  the  latter  part  of  1943  the  National  Engrav- 
ing Company  of  Racine,  Wisconsin,  made  an  offer 
to  ]>urchase  a  51%  interest  in  the  business  of  the 
])etitioner  and  to  retain  Mr.  Hayek  and  Mr.  Ken- 
nedy to  continue  to  run  said  business  at  the  rate 
of  compensation  being  then  paid  them  by  the  peti- 
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tioner  which  was  .$17,418.24  per  annum  each.  This 
offer  was  rejected  by  them.  They  were  not  willing 
to  work  for  anyone  else  for  what  they  considered  to 
be  the  modest  compensation  paid  to  them  liy  the 
petitioner.  When  Mr.  Kennedy  was  37  years  of  age 
(25  years  ago)  he  refused  a  business  opportunity 
offered  him  in  South  America  that  would  have  guar- 
anteed him  earnings  of  $25,000  per  year. 

With  reference  to  A.R.R.  53,  2CB110  the  follow- 
ing matters  are  ])ertinent.  The  annual  compensa- 
tion of  each  of  the  officers  has  never  been  in  excess 
of  $18,000  and  there  has  been  no  allocation  of  any 
in.tent  to  reduce  the  taxes  of  the  corporation  thereby. 
It  has  been  the  established  policy  of  the  petitioner 
for  the  i^ast  13  years  to  pay  bonuses  to  all  of  its 
permanent  personnel.  The  remaining  net  profits 
of  the  petitioner  for  the  subject  years  were  approxi- 
mately $47,000  and  $92,000  respectively,  these 
amounts  being  returns  of  48%%  and  66%  of  its 
invested  capital  respectively  and  it  paid  substantial 
income  and  excess  profits  taxes  for  the  subject  years 
of  approximately  $67,000.  The  petitioner  contends 
that  the  compensation  paid  to  its  officers  does  not 
reduce  the  net  earnings  subject  to  tax  below  that 
of  competing  concerns  that  secured  the  services  of 
officers  and  employees  by  open  bargaining.  Under 
the  management  of  these  two  men,  the  net  sales  of 
the  petitioner  increased  from  $98.3-54  to  $256,451 
and  the  number  of  employees  [3]  increased  froTu 
39  to  73  during  the  five-year  period  ended  June  30, 
1941.    Subsequent  substantial  increases  in  produe- 
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tion   Imve  been   I)1oiil;Ii[  about,  by  the  \vai--i)ro(ltu- 
tioii    prograiTi. 

'I'be  petitionei-  allo.y-os  Ibat  Ihc  salai-ics  paid  to  its 
executive  offv-crs  set  forili  in  llic  following'  scbeduie 
were  not  exces.siv(>  and  wei-e  not  in  excess  of  those 
that  said  officers  could  liave  reasonahly  expected  to 
have  obtained  elsevvliere  and  that  tlie  petitioner  re- 
ceived full  \ahie  for  such  compensation  and  that 
the  full  amounts  of  said  compensation  were  reason- 
able and  necessary  to  the  conduct  of  the  petition- 
er's business: 

Name  1941  1942 

Joseph  W.  Hayek $17,936.58         $17,858.18 

William  J.  Kennedy $17,936.58         $17,858.18 

Undistributed  Net  Income  June  30,  1941 

The  net  income  for  the  taxable  year  ended  that 
day  was  $46,942.07,  the  federal  taxes  on  income  i)aid 
thereon  were  $16,709.61,  leaving  undistributed  in- 
come of  $30,232.46.  This  remaining-  income  was  not 
distributed  for  the  reason  that  at  that  time  the 
])etitioner  had  under  way  a  program  of  expansion 
that  had  been  in  process  for  several  years  and  was 
essential  to  its  continued  existence.  The  ])lan  actu- 
ally in  process  on  tliat  date  entailed  a  minimum 
expenditure  of  $217,500  and  a  maximum  of  $252,- 
500.  This  was  to  be  financed  from  its  $50,000  work- 
ing capital,  the  sale  of  its  existing  plant  for  about 
$60,000,  by  funds  provided  by  shareholders  of 
$50,000  and  the  balance  was  to  be  taken  care  of  by 
a  trust  deed  on  the  new  plant.    When  the  United 
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States  entered  the  war  subsequent  to  this  date  nec- 
essaiy  ciirtaihnent  of  materials  required  tliat  this 
plan  be  held  in  abeyance  and  it  is  still  the  inten- 
tion of  the  petitioner  to  consummate  this  plan  as 
soon  as  construction  materials  and  manufacturin,2: 
equi])ment  are  available.  This  is  the  only  way  the 
petitioner  can  successfully  continue  in  the  nameplate 
business. 

Following  are  some  specific  instances  proving 
why  petitioner  needed  all  available  funds  for  ex- 
pansion necessary  to  its  continued  existence: 

(A)  In  December  1940  the  petitioner  purchased 
an  industrial  site  with  trackage  at  5511  Boyle  Ave- 
nut,  Los  Angeles.  It  designed  for  erection  thereon 
an  efficient  manufacturing  facility  as  its  existing 
plant  had  grown  to  the  point  where  it  was  ineffi- 
ciently operated  and  did  not  have  space  for  needed 
equipment  and  processes.  This  plant  was  to  cost 
approximately  $100,000. 

(B)  The  petitioner's  principal  lithographing 
press  was  purchased  second-hand  in  1931  and  was 
worn  out  and  obsolete.  In  the  latter  part  of  1940 
and  the  early  part  of  1941  it  was  negotiating  for 
the  purchase  of  a  new  press  to  be  installed  at  a 
cost  of  between  $50,000  and  $75,000.  During  such 
negotiations  it  communicated  with  R.  J.  Hoe  Com- 
pany, manufacturers,  and  Fuchs  and  Lang.  The 
petitioner's  president,  Mr.  Hayek,  w^ent  east  on  this 
matter  in  1941  and  spent  13  weeks  visiting  other 
nameplate  manufacturers  and  press  manufacturers 
for  the  purpose  of  determining  what  t}^ie  of  press 
was  most  suited  for  the  petitioner's  needs.    This 
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pi-ess  was  to  bo  installed  in  the  new  ])lant  as  tlie 
existing-  plant  was  not  large  enough  to  accommo- 
date it. 

(C)  On  June  80,  1941,  the  petitioner  was  en- 
gaged in  designing  a  complete  infi-a-i-ed  conveyor 
system  and  continuous  finishing  equipment  that 
would  have  materially  reduced  its  manufacturing 
costs.  This  was  also  to  l)e  installed  in  its  new  plant 
and  would  entail  an  expenditure  of  between  $15,000 
and  $25,000. 

(D)  At  this  time  the  petitioner  was  negotiating 
with  the  Aluminum  Corporation  of  America  for 
their  anodyzing  and  alumiliting  process  that  would 
have  required  eonsidei-ably  more  floor  s])ace  than 
was  available  in  the  petitioner's  existing  plant.  This 
would  have  entailed  an  expenditure  of  $5,000  for 
the  necessary  equipment  and  $5,000  fee  for  a  mami- 
facturing  license. 

(E)  The  potitionei''s  cost  of  moving  to  its  new 
|)laiit  was  estimated  at  $7,500  and  it  was  expecting 
to  s]iend  nn  additional  $35,000  for  heavy  equipment 
necessary  to  the  more  economical  and  efficient  manu- 
facture of  its  produ.cts. 

Undistributed  Net  Income  June  30,  1942 
The  not  income  for  the  taxable  year  ended  that 
day  was  $91,747.72,  the  federal  taxes  on  income  paid 
thereon  were  $49,985.96,  leaving  uudisti'ibuted  in- 
come of  $41,761.76.  This  remaining  income  was  not 
distributed  for  two  reasons,  (1)  the  ])etitioner  re- 
quired part  of  this  working  capital  for  the  herein- 
before described  ex])ansion  of  manufacturing  facili- 
ties and,  (2)  the  petitioner  required  the  remainder 
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of  its  working  capital  for  the  extensive  reconver- 
sion to  peacetime  production  of  its  facilities  that 
had  been  converted  to  war  production  in  the  interim. 
The  following  examples  will  illustrate  this  need: 

(A)  On  that  date  all  of  the  petitioner's  facili- 
ties were  engaged  in  production  for  flie  v/ar  effort, 
many  of  its  existing  facilities  had  been  rendered 
useless  for  peacetime  production  and  considerable 
capital  would  be  needed  to  restore  them. 

(B)  The  petitioner  was  required  to  provide  sub- 
stantial reserves,  not  recognized  by  income  tax 
purposes  for  inventory  losses.  As  an  example,  alu- 
minum Avas  then  26c  a  pound  and  is  expected  to 
approximate  lOe  per  pound  after  the  war. 

(C)  The  petitioner  was  required  to  maintain 
funds  to  cover  inevitable  losses  on  contract  termi- 
nations as  the  type  of  its  manufacturing  activities 
are  not  such  that  all  losses  could  be  recovered  under 
termination  procedures. 

(B)  The  petitioner  believes  that  it  will  be  nec- 
essary to  maintain  an  uneconomical  number  of 
employees  during  the  reconversion  period  in  order 
to  hold  its  organization  intact. 

(E)  Upon  reconversion,  the  petitioner  will  be 
required  to  spend  approximately  $25,000  to  restore 
its  i^lating  equipment,  which  had  been  abandoned 
during  war  production,  and  which  will  again  be 
needed  for  peacetime  production. 

(F)  The  plastics  engraving  equipment,  costing 
$18,000  will  be  obsolete  upon  the  cessation  of  war 
production,  a  loss  not  recognized  during  this  period. 

(G)  Good  business  practice   requires  that  the 
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IX'titioiKM-  niaininiii  sufficient  fujuls  to  act  as  a 
nishioii  ayniiist  cxjx'ctcd  oporatiji.c^  losses  duiiu^ 
the  roconvpi'sion  period  and  in  ihc  immediate  post- 
war ■|)eri(Kl. 

(H)  Funds  will  also  he  re(|uii'ed  to  huild  a  new 
distri))utino-  organization  and  to  find  altogether  new- 
outlets  for  sellins:  its  products  durino:  the  post-war 
period. 

(J)  War-time  teclmolooical  advances  have  so  re- 
du(H>d  the  costs  of  making  nameplates  that  there 
will  not  be  sufficient  dollai-  volume  in  the  j)ost-\var 
period  to  insure  the  ])etitioner's  continued  exist- 
ence in  tliat  field  alone,  and  it  will  therefore  be 
necessary  for  the  petitioner  to  enter  other  fields 
rathei-  than  to  ivy  to  exist  on  nameplate  maimfac- 
turin.q-  alone. 

(J)  The  petiti(Mie7-  has  been  makinjj:  considerable 
research  in+o  the  use  of  [5]  plastics  and  it  is  ex- 
■l)ected  that  tboy  will  replace  some  materials  after 
the  v.-ar.  This  will  require  new  machinery  and 
equipment  to  handle  new  metals,  plastics  and  com- 
binations of  the  Iwo. 

In  summary,  the  ]ietitioner  allef^es  that  for  the 
year  ended  June  30,  1942,  it  had  abandoned  its 
])encetime  activities  and  converted  its  entire  facili- 
ties to  war  production  and  it  is  therefore  entitled 
to  accumulate  reserves  from  such  business  to  ])ay 
for  not  only  the  costs  and  losses  of  g-etting-  out  of 
wai-  in-oductiou  but  the  development  of  such  new 
l)roducts  as  the  developments  of  war  production 
have  shown  will  be  necessary  to  insure  its  continued 
existence  after  the  war.   The  petitioner  also  alleges 
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that  it  had  to  chop  up  its  manufacturing  plant  and 
tear  out  certain  of  its  Iniilt-m  equipment  to  meet 
immediate  needs  of  the  aircraft  industry,  all  of 
which  must  l)e  restored.  It  will  ])e  impossible  for 
it  to  compete  in  the  post-war  period  at  its  present 
location  unless  it  spends  as  much  money  to  restore 
its  plant  to  its  original  condition  as  the  new^  plant 
and  equipment  contemplated  in  its  original  expan- 
sion program  as  at  June  30,  1941,  would  cost. 

The  petitioner  alleges  that  it,  as  a  manufactur- 
ing corporation,  was  not  availed  of  for  the  purpose 
of  preventing  the  imposition  of  taxes  upon  its  share- 
holders through  the  medium  of  permitting  its  earn- 
ings to  accumulate  beyond  its  reasonable  needs. 

With  respect  to  the  year  ended  Jime  30,  1941, 
the  laws  and  regulations  necessary  to  the  successful 
persecution  of  the  war  made  it  impossible  for  the 
petitioner  to  consummate  its  definite  expansion  pro- 
gram actually  under  way  on  that  date  and  it  should 
not  be  prohibited  from  accumulating  funds  for  such 
purpose  to  be  used  when  such  controls  are  released. 

With  respect  to  the  year  ended  June  30,  1942, 
with  the  exigencies  of  war  production  and  the  in- 
evitable losses  contingent  upon  the  cessation  thereof 
and  the  restoration  of  its  plant,  the  petitioner 
alleges  that  it  accumulated  no  more  funds  than 
were  necessary  to  the  successful  persecution  of  its 
business  and  reconversion  of  it. 

The  petitioner  has  not  invested  any  of  its  funds. 
None  of  its  funds  were  loaned  to  stockholders,  in 
fact  all  during  the  first  year  under  review  it  owed 
its  stockholders  $16,997.54  which  it  paid  during  the 
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next  year.  The  petitioner  alleges  that  for  both  of 
these  years  it  has  not  afcuiniilated  any  funds  beyond 
its  reasonable  current  and  foreseeable  needs,  [6] 

Wherefore,  the  petitioner  prays  that  this  Court 
may  hear  the  proceeding  and  find  that  no  additional 
income  and/or  excess  profits  taxes  and/or  declared 
value  excess  profits  taxes  are  due  from  the  peti- 
tioner for  the  taxable  years  ended  June  30,  1941, 
and  June  30,  1942. 

/s/  WILLIAM  J.  KENNEDY, 

Secretary-Treasurer  for  the 
Petitioner. 

State  of  California, 
County  of  TjOs  Angeles — ss. 

William  J.  Kennedy,  being  duly  swoni,  says  that 
he  is  the  Secretary-Treasurer  of  the  Kennedy  Name- 
plate  Company,  a  corporation,  the  above-named 
petitioner;  that  he  is  duly  authorized  to  verify  the 
foregoing  ]ietition;  that  he  has  read  same  and  is 
familiar  with  the  statements  contained  herein,  and 
that  the  statements  contained  therein  are  true,  ex- 
cept those  stated  to  be  upon  information  and  belief* 
and  that  those  he  believes  to  be  true. 

/s/  WILLIAM  J.  KEXXKDY. 

Snbscri])ed  and  sworn  to  before  me  this  5th  day 
of  December,  1944. 

[Seal]         /s/  CtERTRITDE  OSTLINC, 
Notary  Public  in  and  for  the  Comity  of  Los  Angeles, 
State  of  California. 

My  Commission  Expires  March  5.   1947.   [7] 
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EXHIBIT  "A" 
[Letterhead  Treasury  Department] 

Office  of  Internal  Revenue  Agent  in  Charge  Los 
Angeles  Division.     LA-IT  :90D  :PAK. 

Sept.  21,  1944 
Kennedy  Name  Plate  Co. 
4509  Pacific  Boulevard 
Los  Angeles  11,  California 

Gentlemen : 

You  are  advised  that  the  determination  of  your 
income  tax  liability  for  the  taxable  years  ended 
June  30,  1941  and  1942,  discloses  a  deficiency  of 
$19,800.59;  that  the  determination  of  your  declared 
value  excess-profits  tax  liability  for  the  taxable 
years  ended  June  30,  1941  and  1942,  discloses  a  defi- 
ciency of  $3,113.83;  and  that  the  determination  of 
your  excess  profits  tax  lialulity  for  the  taxable  years 
ended  June  30,  1941  and  1942,  discloses  a  deficiency 
of  $7,184.17,  as  shown  in  the  statement  attached. 

In  accordance  with  the  provisions  of  existing 
internal  revenue  laws,  notice  is  hereby  given  of 
the  deficiency  or  deficiencies  mentioned. 

Within  90  days  (not  counting  Sunday  or  a  legal 
holiday  in  the  District  of  Columbia  as  the  90th 
day)  from  the  date  of  the  mailing  of  this  letter, 
you  may  file  a  petition  with  The  Tax  Court  of 
the  United  States,  at  its  principal  address.  Wash- 
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in.c^ton,   T).   C,    for  a   redetermination    of  the   defi- 
ciency or  deficiencies. 

Should  you  not  desire  to  file  a  petition,  you  are 
requested  to  execute  the  enclosed  form  and  for- 
ward it  to  the  Internal  Revenue  Agent  in  Charge, 
T.os  Angeles,  Califorin'a,  for  the  attention  of 
LA:Conf.  The  signing  and  filing  of  this  form  will 
expedite  the  closing  of  your  return  (s)  by  permitting 
an  early  assessment  of  the  deficiency  or  deficiencies, 
and  will  prevent  the  accumulation  of  interest,  since 
the  interest  period  terminates  30  days  after  filing 
the  form,  or  on  the  date  assessment  is  made,  which- 
ever is  earlier. 

Very  truly  yours, 

JOSEPH  D.  NUNAN,  JR., 
Commissioner. 
By  /s/  GEORGE  D.  MARTIN, 

Internal  Revenue  Agent  in 
Charge. 

PAKrvmc 

Enclosures : 
Statement 
Form  of  Waiver 

STATEMENT 
LA  :IT  :90D  :PAK 

Kennedy  Name  Plate  Co. 
4509  Pacific  Boulevard 
Los  Angeles  11,  California  [8] 
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TAX  LIABILITY  FOR  THE  TAX.^BLE  YEARS 
ENDED  JUNE  30,  1941  AND  JUNE  30,  1942 

Income  Tax 

Year  Liability  Assessed  Deficiency 

June  30,  1941 $19,988.72         $10,970.93         $  9,017.79 

June  30,   1942 28,908.28  18,125.48  10,782.80 

Total    $48,897.00        $29,096.41         $19,800.59 

Declared  Value  Excess-Profits  Tax 

June   30,  1941 $  2,797.14        $  1,229.87        $  1,567.27 

June  30,   1942 7,042.41  5,495.85  1,546.56 

Total    $  9,839.55        $  6,725.72        $  3,113.83 

Excess  Profits  Tax 

June  30,  1942 $  6,902.82        $  4,508.81        $  2,394.01 

June  30,   1942 31,766.30  26,976.14  4,790.16 

Total    $38,669.12         $31,484.95        $  7,184.17 

In  making  this  determination  of  your  tax  liability,  careful 
consideration  has  been  given  to  the  report  of  examination  dated 
August  6,  1943  to  your  protest  dated  September  24,  1943  and 
to  the  statements  made  at  the  conferences  held  on  October  19, 
1943,  March  21,  1944,  July  6,  1944  and  August  4,  1944. 

'  It  is  held  that  the  sums  paid  to  your  officers  as  alleged  com- 
pensation, and  deducted  from  gross  income  in  computing  your 
taxable  net  income,  for  the  taxable  years  ended  June  30,  1941 
and  1942  exceed  reasonable  allowances  for  services  rendered 
in  such  years  within  the  purview  of  section  23  of  the  Internal 
Revenue  Code  to  the  following  extent: 


CoY),  missioner  of  Internal  Revenue  19 

T;ix;il)Ic   Vc;if   KihIc.I  .Iiijk;  ;i(),   11)41 

Item  of  Allogod 
Compensation  J.  \V.  Hayek     W.  J.  Kennedy 

Bonus $r,,nno.nn         $5,000.00 

Proceeds    from    sale    of   scrap 
material  retained  by  officer..      936.58  936.58 


Amounts  de<>tned  excessive $5,936.58  $5,936.58 


Taxal)Ie  Year   Kudcd  June   30,  1942 

Bonus  $5,000.00  $5,000.00 

Proceeds    from    sale    of   scrap 

material  retained  by  officer..      858.18  858.18 


Amounts  deemed  excessive $5,858.18  $5,858.18 


It  is  held  that  for  each  of  the  taxable  years  ended  June  30, 
1941  and  1942,  you  were  availed  of  for  the  purpose  of  preventing 
the  imposition  of  surtax  upon  your  shareholders  throuf^h  the 
medium  of  permitting  your  earnings  and/or  profits  to  ac- 
cunmlate  beyond  the  reasonable  n(>eds  of  your  business  instead 
of  Ix'ing  divided  or  distributed.  Accordingly,  surtax  is  imposed 
upon  you  foi-  each  of  said  taxal)le  years  ended  June  30,  1941 
and  June  30,  1942  under  the  provisions  of  section  102  of  the 
Internal  Revenue  Code. 

A  copy  of  this  letter  and  statenu'nt  has  lieen  mailed  to  your 
representative,  Mr.  C.  Earle  JMemory,  Commercial  Exchange 
Building,  Ivos  Angeles  14,  California,  in  accordance  with  the 
authority  contained  in  the  power  of  attorney  executed  by  you. 

ADJUSTMENTS  TO  NET  INCOME 
Taxable  Year  Ended  June  30,  1941 

Net  Income  as  disclosed  by  return $46,942.07 

Forwarded    46,'942.07 

Unallowable    Deduction    and    Addi- 
tional Income: 

(a)  Compensation   of   Officers....  $10,000.00 

(b)  Proceeds  from  Sale  of  Scrap 
Omitted    from    Income    Ke- 

Ported    1,873.16  11,873.16 


Net   Income   Adjusted $58,815.23 
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Explanation  of  Adjustments 

These  Adjustments  Have  Been  Previously  Explained 

Computation  of  Declared  Value  Excess-Profits  Tax 

Taxable  Year  Ended  June  30,  1941 

Net  Income  Adjusted $58,815.23 

Less:  10%  of  $300,999.00,  Value  of 

Capital  Stock  as  Declared  in  the 

Capital   Stock    Tax   Return    for 

the  Year  Ended  June  30,  1941....  30,099.90 

Net  Income  Subject  to  Declared  Value 

Excess-Profits  Tax $28,715.33 

Amount    Taxable    at    6%     (5%    of 

$300,999.00)    15,049.95 

Amount  Taxable  at  12% $13,665.38 

Declared  Value  Excess-Profits  Tax : 

6%  of  $15,049.95 $      903.00 

12%  of  $13,665.38 1,639.85 

Total $  2,542.85 

Defense  Tax  (10%  of  $2,542.85) 254.29 

Correct  Declared  Value  Excess-Profits 

Tax  Liability $  2,797.14 

Declared  Value   Excess    Profits   Tax 
Assessed : 

Original,    Account    No.    October 
420010  1,229.87 

Deficiency  of  Declared  Value  Excess 

Profits  Tax  $  1,567.27 
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(Join])iil;itioii  of   Income    Tax 
Tsixahlc  Ywii-  EikIccI  June  30,   1941 

Tax  Under  Sccfioiis   \'\  jind   15,   In- 
ternal Revenue  f'ode 

Net  Income  $58,815.23 

Less:    Declared    Value     Excess- 
Profits  T;ix  2,797.14 


Normal -Tax  Net  Income  $56,018.99 

Income  Tax : 

22.1%  of  $56,018.00 $12,380.00 

Defense  Tax: 

1.0%  of  $56,018.09 1,064.34 

Total    Income    T;ix    Under    Sec- 
tions 13  and  15 $13,444.34 

Tax  Under  Sections  102  and  15,  In- 
ternal Revenue  Code 

Net  Income  $58,815.23 

Less:     Declared    Value    Excess- 
Profits  Tax  $  2.797.14 

Income   Tax   Under   Sec- 
tions 13  and  15 13,444.34 

Excess   Profits   Tax    (See 
Below)  6,902.82  23,144.30 


Section  102  Net  Income $35,670.93 

Less:  Basic  Surtax  Credit 11,873.16 


Undistributed    Section    102   Net 

Income  $23,797.77 

Income  Tax : 

25%  of  $23,797.77 $  5,949.44 

Defense  Tax    (10%   of 
$5,949.44)    594.94 

Total    Income    Tax    Under   Sec- 
tions 102  and  15 $  6,544.38 


22  Kennedy  Name  Piute  Co.  vs. 

Summary 

Income  Tax  Under  Sections  13  and  15  $13,444.34 

Income  Tax  Under  Sections  102  and 

15  6,544.38 


Correct  Income  Tax  Liability $19,988.72 

Income  Tax  Assessed : 

Original,     Account     No.     October 
420010  10,970.93 


Deficiency  of  Income  Tax $  9,017.79 

Computation  of  Excess  Profits  Net  Income 
Taxable  Year  Ended  June  30,  1941 

Excess  Profits  Net  Income  Disclosed 

by  Return  $34,741.27 

Additions : 

(a)  Compensation  of  Officers $10,000.00 

(b)  Proceeds  from  Sale  of  Scrap 
Omitted  from  Income  Re- 
ported           1,873.16  11,873.16 

Total $46,614.43 

Deductions : 

(c)  Declared  Value  Excess- 
Profits  Tax  $  1,567.27 

(d)  Income  Tax  2,473.41  4,040.68 

Excess  Profits  Net  Income  Adjusted..  $42,573.75 

Explanation  of  Adjustments 

(a)  and  (b)  These  adjustments  have  been  previously  ex- 
plained. 

(c)  The  deduction  claimed  for  declared  value  excess-profits 
tax  is  increased  by  the  amount  of  the  deficiency  thereof  as  shown 
above  in  the  computation  of  declared  value  excess  profits  tax. 

(d)  The  deduction  claimed  for  income  tax  is  increased  as 
shown  above  in  the  computation  of  income  tax  under  Sections 
13  and  15,  I.R.C. 
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AdjustiiHiil  to  AvoniK*'  Hiiso  Period  Net  Income  Where  There 

Were  Iiicieascd  Earniiij^'s  in  the  Tjiisf  Half 

of  the  Base   Period 

Taxable  Year  Ended  -Inne  :{0.    1!»41 

Avoraiijo  Base  Period  Net  Ineoine 
Where  There  Were  Increased  Karn- 
infjs  in  the   Last  Half  of  the  Base 

Period  as  J)isclosed  by  Return $12,322.13 

Deduction : 

(a)    Elimination    of   Short-Term 

Capital  Net  Tjoss 500.00 

Average  Base  T'criod  Net  Income 
Where  There  Were  Increased  ?]arn- 
ings  in  the  Last  Half  of  the  Base 
Period  Adjusted  $11,822.13 

Explanation  of  Adjustment 

(a)  This  adjustment  is  due  to  the  elimination  of  a  short- 
term  capital  net  loss  of  $2,000.00  sustained  upon  the  sale  of 
securities  during  the  base  period  year  ended  June  30,  1938. 

Computation   of  Excess  Profits  Credit 
Taxable  Year  Ended  June  30,  1941 

Average  Base  Period  Net  Income $11,822.13 

95%  of  Average  Base  Period  Net  In- 
come    $11,231.02 

Excess  Profits  Credit $11,231.02 


24  Kennedy  Name  Plate  Co.  vs. 

Computation  of  Adjusted  Excess  Profits  Net  Income 
Taxable  Year  Ended  June  30,  1941 

Excess  Profits  Net  Income $42,573.75 

Less:  Exemption  $  5,000.00 

Excess  Profits  Credit 11,231.02  16,231.02 


Adjusted  Excess  Profits  Net  Income..  $26,342.73 

Computation  of  Excess  Profits  Tax 

Taxable  Year  Ended  June  30,  1941 

Adjusted  Excess  Profits  Net  Income..  $26,342.73 

Excess  Profits  Tax: 

25%  of  $20,000.00 $  5,000.00 

30%   of  $  6,342.73 1,902.82 

Correct  Excess  Profits  Tax  Liability..  $  6,902.82 

Excess  Profits  Tax  Assessed : 

Original,  Account  No.  October 
400010  4,508.81 

Deficiency  of  Excess  Profits  Tax $  2,394.01 

Adjustments  To  Net  Income 
Taxable  Year  Ended  June  30,  1942 

Net  Income  as  Disclosed  by  Return....  $91,747.72 

Unallowable    Deduction    and    Addi- 
tional Income: 

Compensation  of  Officers $10,000.00 

Proceeds  from  Sale  of  Scrap 
Omitted  from  Income  Re- 
ported         1,716.36  11,716.36 

Net  Income  Adjusted $103,464.08 
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i;>;j)liiii;i1i()ri  of  Adjustnu'iits 
TIk'so  adjust iiu'iils  liavc  been  pi-cviously  exphiincd. 
Computation  of  Dcchi red   N'ahie  Excess-I'mfils  Tax 

T.ixahle  Year  Ended  .Jun(!  30,  1942 

Net  Income  Adjusted  $103,464.08 

l.ess:  10%  of  $400,900.00  value  of 
Capital  Stock  as  Declaimed  in  the 
Capital  Stock  Tax  Return  for 
the  Year  Ended  .June  30,  1942....  40,090.00 

Net    Income  Subject  to   Declared 

Value  Excess-Profits  Tax $  63,374.08 

Amount    Taxable    at    6.6%    (5%    of 

$400,900.00)    20,045.00 

Amount  Taxable  at  13.2% $  43,329.08 

Declared  Value  Excess-Profits  Tax: 

6.6%  of  $29,045.00 $  1,322.97 

13.2%  of  $43,329.08 5,719.44 

Correct  Declared  Value  Excess-Prof- 
its Tax  Liability $     7,042.41 

Declared  Value  Excess-Profits  Tax  Assessed: 
Orisyinal,    Account   No.    October 
-^20015   5^49585 

Deficiency  of  Declared  Value  Excess- 
Profits  Tax $     1,546.56 
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Computation  of  Excess  Profits  Net  Income 
Taxable  Year  Ended  June  30,  1942 

Excess  Profits  Net   Income    as  Dis- 
closed by  Return  $  86,184.85 

Additions : 

(a)  Compensation  of  Officers $10,000.00 

(b)  Proceeds  from  Sale  of  Scrap 
Omitted  from  Income  Re- 
ported           1,716.36  11,716.36 

Total $  97,901.21 

Deduction : 

(c)  Declared  Value  Excess-Prof- 
its Tax 1,546.56 


Excess  Profits  Net  Income  Adjusted..  $  96,334.65 

Explanation  of  Adjustments 

(a)  and  (b)  :  These  adjustments  have  been  previously  ex- 
plained. 

(c)  The  deduction  claimed  for  declared  value  excess-profits 
tax  is  increased  by  the  amount  of  the  deficiency  thereof  as 
shown  above  in  the  computation  of  declared  value  excess-profits 
tax. 

Adjustment  to  Average  Base  Period  Net  Income 

Where  There  Were  Increased  Earnings  in  the 

Last  Half  of  the  Base  Period 

Taxable  Year  Ended  June  30,  1942 

Average  Base  Period  Net  Income 
Where  There  Were  Increased 
Earnings  in  the  Last  Half  of  the 

Base  Period  as  Disclosed  by  Return  $  14,168.53 

Deduction : 

(a)   Elimination  of   Short-Term 

Capital  Net  Loss 500.00 


Average  Base  Period  Net  Income 
Where  There  Were  Increased 
Earnings  in  the  Last  Half  of  the 
Base  Period  Adjusted $  1^3,668.53 
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ilxphuiiilioii  of   Adjustment 
(a)    This  ad.ju.sliiieiil  is  due  to  the  elimination  of  a  short-term 
capital  net  loss  of  $2,000.00  sustained  upon  the  sale  of  securi- 
ties during'  tlic  hasc  period  year  ended  .June  'i(\.  1938. 

Computation  of  Excess  Profits  Credit 
Taxable  Year  Ended  June  30,  1942 

Average  Base  Period  Net  Income $  13,668.53 

9r)%  of  Average  Base  Period  Net  Iii- 

^  ^'"'^«  $  12,985.10 

Excess  ['rofits  Credit j^  12  985  10 

Computation  of  Adjusted  Excess  Profits  Net  Income 
Taxable  Year  Ended  June  30,  1942 

Excess  Profits  Net  Income  Adjusted..  $  96,354.65 

Less:  Exemption $  5,000.00 

Excess  Profits  Credit 12,985.10  17,985.10 

Adjusted  Excess  Profits  Net  Income..  $  78  369.55 

Computation  of  Excess  Profits  Tax 
Taxable  Year  Ended  June  30,  1942 

Adjusted  Excess  Profits  Net  Income..  $  73  369  55 

Excess  Profits  Tax  :  ' 

35%   of  $20,000.00 $  7,000.00 

40%  of  $30,000.00 12,000.00 

45%   of  $28,369.55 12,766.30 

Correct  Excess  Profits  Tax  Liability..  $  31,766  30 

Excess  Profits  Tax  Assessed : 

Original,    Account    No.    October 
^"0011   26,976.14 

Deficiency  of  Excess  Profits  Tax $    4  79O  ic, 
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Computation  of  Income  Tax 
Taxable  Year  Ended  June  30,  1942 

Tax  Under  Sections  13  and  15,  Internal  Revenue  Code : 

Net  Income  $103,464.08 

Less:     Declared    Value    Excess 

Profits  Tax $  7,042.41 

Excess  Profits  Tax 31,766.30  38,808.71 

Surtax  Net  Income $  64,655.37 

Normal  Tax  Net  Income $  64,655.37 

Income  Tax : 

Normal  Tax : 

24%   of  $64,655.37 $  15,517.29 

Surtax : 

.  6%  of  $25,000.00 $  1,500.00 

7%  of  $39,655.37 2,755.88  4,275.88 

Total   Income    Tax   Under   Sec- 

13  and  15  19,793.17 

Tax  Under  Section  102,  Internal  Revenue  Code : 

Net  Income $103,464.08 

Less:     Declared    Value    Excess- 
Profits  Tax - $  7,042.41 

Income  tax  Under  Sections 

13  and  15 19,793.17 

Excess  Profits  Tax 31,766.30  58,601.88 

Section  102  Net  Income $  44,862.20 

Less :  Basic  Surtax  Credit 11,716.36 

Undistributed    Section    102    Net 

Income  $  33,145.84 

Income  Tax : 

271/2%  of  $33,145.84 $  9,115.11 

Total   Income   Tax   Under   Sec- 
tion 102 $     9,115.11 
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Suiiinuiry 

Income  Tax  Under  Kcclion  13  and  15  $  19,793.17 

Income  Tax  Under  Section  102 9,115.11 

.    .~i 

Correct  Income  Tax  Uial)ilil.v .«{;  18,908.28 

Income  Tax  Assessed : 

Original,    Account    No.    (Jctober 
420015  18,125.48 

Deficiency  of  Income  Tax $  10  782.80 

Received  and  filed  Dec.  11,   1944. 


[^ritle  of  Tax  Court  and  Cause.] 

ANSWER 

The  ConiiiiLssiouer  of  JuteruaJ  Revenue,  by  his 
attoniey,  J.  P.  Weuchel,  Chief  Counsel,  Bureau  of 
Internal  Revenue,  for  answer  to  the  petition  of  the 
above-named  taxpayer,  admits  and  denies  as  fol- 
lows :  - 

I  and  2.  Admits  tlie  allea;ations  contained  in 
paragraphs  1  and  2  of  the  petition. 

3.  Admits  that  the  taxes  in  controversy  are  in- 
come, excess-prolits,  declared  vahie  exeess-protits 
and  Section  102  taxes  for  the  fiscal  years  ended 
June  30,  1941,  and  June  30,  1942;  denies  the  re- 
maining allegations  contained  in  i)aragra])h  3  of  the 
l)etition. 
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4.  Denies  the  allegations  of  error  contained  in 
subparagraph  (A)  and  (B)  of  paragraph  4  of  the 
petition.     [17] 

5.  Denies  the  allegations  contained  in  paragraph 
5  of  the  petition,  and  all  subdivisions  thereof. 

6.  Denies  each  and  every  allegation  contained 
in  the  petition  not  hereinbefore  specifically  admit- 
ted or  denied. 

Wherefore,  it  is  prayed  that  the  determination 
of  the  Commissioner  be  approved. 

/s/  J.  P.  WENCHEL  ECC 

Chief  Counsel,  Bureau  of  In- 
ternal Revenue. 

Of  Counsel: 

B.  H.  NEBLETT, 

Division  Counsel. 

E.  C.  CROUTER, 
E.  A.  TONJES, 

Special  Attorneys,  Bureau  of  Internal  Rev- 
enue.    £18] 
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The  ^rax  Toil  It  (.r  llic  United  States 

Docket  No.  (>695 

KENNEDY  NAMEPLATE  COMPANY,  a  Corpo- 
ration, 

Petitioner, 

vs. 

COMMISSIONER  OF  INTERNAL  REVENUE, 

Res])ondent. 

1.  Petitioner,  a  corporation,  was  org'anized  in 
1923  by  two  individuals,  each  of  whom  except  for 
one  qualified  share,  acquired  50  per  cent  of  peti- 
tioner's ca})ital  stock.  Tliese  individuals  were 
elected  officers  of  petitioner  and  have  continued  as 
such  to  and  tlirou.qh  tlio  taxable  years  ended  June 
30,  1941  and  1942.  Each  officer  devoted  all  of  his 
time  to  petitioner's  business.  In  1940  petitioner  in- 
creased the  salaries  of  each  officer  up  to  $12,000  per 
annum  which  was  a  substantial  increase  over  previ- 
ous years.  Durin.s;-  each  taxable  year  petitioner  paid 
each  officer  $12,000  as  a  regular  salary,  $5,000  as  a 
bonus  and  approximately  $900  as  proceeds  from  the 
sale  of  scrap.  Petitioner  declared  or  paid  no  divi- 
dends, as  such,  since  the  fiscal  year  ended  June  30, 
1938.  Held,  petitioner  is  not  entitled  to  deduct  under 
section  23   (a)(1)(A),  I.R.C.,  as  reasonable  com- 
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pensation  for  services  rendered  by  its  two  officers 
any  amount  in  excess  of  the  regular  salaries  paid 
each  3^ear  in  the  total  amount  of  $24,000  and  pro- 
ceeds from  the  scrap  sales;  held,  further,  the  pay- 
ments of  the  bonuses  were  in  the  nature  of  dividend 
distributions  on  stock  and  not  deductible  by  peti- 
tioner as  ordinary  and  necessary  expenses  under  sec- 
tion 23  (a)(1)(A).  [19] 

2.  Petitioner  at  the  time  of  incorporation  in  1923 
took  over  a  name  plate  business  then  being-  con- 
ducted by  a  partnership.  During  the  taxable  years 
its  business  included  the  production  of  many  items 
in  addition  to  name  plates  which  were  sold  largely 
to  the  air])lane  industry.  During  the  taxable  years 
petitioner  was  badly  in  need  of  a  new  building,  a 
new  press  and  other  equipment  and  adopted  a  policy 
of  acciunulating  its  earnings  for  that  purpose.  Held, 
that  during  the  taxable  years  ended  June  30,  1941 
and  1942,  petitioner  was  not  availed  of  for  the  pur- 
pose of  preventing  the  imposition  of  the  surtax  upon 
its  shareholders  through  the  medium  of  permitting 
its  earnings  or  profits  to  accumulate  instead  of  being 
distributed  to  its  stockholders  and  it  is  not  liable  for 
the  surtax  ijuposed  by  section  102  of  the  Internal 
Revenue  Code. 

Preston  D.  Orem,  Esq.,  and  C.  Earle  Memory, 
C.P.A.,  for  the  petitioner. 

E.  A.  Tonjes,  Esq.,  for  the  respondent. 
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MEMOUANDUM   KINI)1X(}S  OV  FACT 
AND  OLMXTON 

'I'lic  )v.si)()ii(!('iit  (Ictcrniined  doficicncies  for  the 
taxable  yems  ended  June  30,  1941,  and  June  30, 
1942,  as  follows: 

Inconio  neolarcd  X'aliic  Excess 

Y'ear  Tax  Excess  Profit s  Tax        Profits  Tax 

1941  $9,017.79  $1,5G7.27  $2  .^{U  01 

1942  10,782.80  1,546.56  4,790.16 

In  a  statement  attached  to  tlie  deficiency  notice 
the  respondent,  amon.o-  otlier  things,  advised  peti- 
tioner as  foHows: 

It  is  lield  that  the  sums  ])aid  to  your  officers 
as  alleo-ed  compensation,  and  deducted  from 
gross  income  in  computing  your  taxaljle  net 
income,  for  tlie  ta.xable  years  ended  June  30, 
1941  and  1942,  exceed  reasonable  a1h:>wances  for 
services  rendered  in  such  years  witliin  the  ])ur- 
view  of  section  23  of  tlie  Internal  Revenue  Code 
to  the  following  (>xtent:  [20] 

Taxable  Year  Ended  June  30,  1941 
Item  of  Alleged 
Compensation  J.  w.  Hayek     W.  J.  Kennedy 

B"""«  $5,000.00  $5,000.00  ' 

Proceeds   from    sale   of   scrap 

material  retained  by  officer..      936.58  936.58 

Amounts  deemed  excessive $5,936.58  $5,936.58 

Taxable  Year  Ended  June  30,  1942 

^^^""s  $5,000.00  $5,000.00 

Proceeds   from   sale   of   scrap 

material  retained  by  officer..      858.18  858.18 

Amounts  deemed  excessive $5,858.18  $5,858.18 
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It  is  held  that  for  each  of  the  taxable  years 
ended  Jmie  30,  1941  and  1942,  you  were  availed 
of  for  the  purpose  of  preventing  the  imposition 
of  surtax  uj)on  your  shareholders  through  the 
medium  of  permitting  your  earnings  and/or 
profits  to  accumulate  beyond  the  reasonable 
needs  of  your  business  instead  of  being  divided 
or  distributed.  Accordingly,  surtax  is  imposed 
upon  you  for  each  of  said  taxable  years  ended 
June  30,  1941,  and  June  30,  1942,  under  the  pro- 
visions of  section  102  of  the  Internal  Revenue 
Code. 

Petitioner  by  appropriate  assignments  of  error 
contests  all  of  the  above-mentioned  adjustments  and 
holdings  of  the  respondent. 

In  determining  the  average  base  j^eriod  net  income 
for  each  of  the  taxable  years  here  involved  the  re- 
spondent eliminated  in  each  year  the  amount  of  $500 
from  the  average  l:)ase  period  net  income  as  dis- 
closed by  petitioner's  returns.  Petitioner  does  not 
contest  these  eliminations. 

Findings  of  Fact 

Petitioner  is  a  corporation.  It  was  incorporated 
under  the  laws  of  the  State  of  California  on  August 
19,  1923,  and  has  its  principal  office  and  place  of 
business  in  the  City  of  Los  Angeles.  It  filed  its 
corporation  income  and  excess  profits  tax  returns 
for  the  fiscal  years  ended  June  30,  1941,  and  June 
30,  1942,  with  the  collector  for  the  sixth  collection 
district  at  Los  Angeles.  [21] 
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Joseph  W.  Hayok  lins  liccji  in  the  name  plate  busi- 
ness since  1907.    P^roni  IfiOT  to  1917  lie  either  man- 
aged name  plate  eom])anies  or  the  name  plate  de- 
l)ar<ni('nts  (»('  vaiious  companies.   In  1917  he  started 
a  name  plate  business  in  Minneapolis,  Minnesota, 
under  the   name   of  Hayek   Nameplate   &    Novelty 
Company.    In  1921  he  sold  this  business  to  AVilliam 
James   Kennedy   and    Kennedy's   uncle.     Kennedy 
and  his  uncle  moved  the  business  to  Los  Angeles, 
California,  and  be^an  to  o])ei'nte  it  as  a  })art]iership 
under  the  name  of  Kennedy  Nameplate  Company. 
Hayek  originally  became  an  employee  of  the  part- 
nership and  had  charge  of  the  production  end  of  the 
business.    Soon  thereafter  Kennedy's  uncle  sold  liis 
50  pel-  cent  interest  in  the  partnership  to  Hayek  and 
in  1923  Hayek  and  Kennedy  organized  the  petitioner 
herein.    The  business  of  the  ])artnership  was  trans- 
ferred  to   petitioner   in    exchange   for  the    latter's 
stock.  From  the  time  of  organization  to  and  through 
the  taxable  years  here  involved  Hayek  has  been  the 
president  and  a  director  of  ])etitioner  and  Kennedy 
has   been   the   seci'etary-treasurer   and    a    director. 
Both  men  have  devoted  their  entire  time  to  [)eti- 
tioner's  business  and  have  engaged  in  no  outside 
business  activities. 

At  the  time  petitioner  was  organized  it  issued 
1,251  shares  of  its  stock  to  Hayek,  1.251  shares  to 
Kemiedy,  and  1  share  to  a  Mr.  Frank  who  became 
a  director  along  with  Hayek  and  Kennedy.  Peti- 
tioner had  only  three  directors.  Frank  was  later 
succeeded  by  D.  R.  Koelling  who  then  became  the 
third  director.    The  stock  had  a  par  value  of  $10 
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per  share.  During  the  taxable  years  here  in  ques- 
tion the  stock  that  was  issued  to  Hayek  was  owned 
by  liim  as  his  separate  property  and  the  stock  that 
was  issued  to  Kennedy  was  either  owned  by  him 
as  his  separate  property  or  by  him  and  his  wife, 
Alice  L.  Kennedy,  as  community  property.  [22] 

Kennedy  was  employed  by  various  companies  in 
ISTew  York  City,  Chicago,  and  in  South  America 
from  1912  to  1921  when  he  first  engaged  in  the 
name  plate  business.  He  had  had  quite  extensive 
experience  as  an  executive  and  manager  and  in 
sales  promotion  both  in  the  United  States  and  in 
South  America. 

From  the  time  petitioner  was  organized  to  and 
through  the  taxable  years  here  involved  Hayek  and 
Kennedy  divided  the  important  managerial  func- 
tions of  petitioner's  business  between  tliem.  Hayek 
was  in  complete  charge  of  production,  supervising 
the  work  of  men  employed  in  several  different 
trades  including  art,  die  making,  engraving,  pho- 
tography, etching,  plating,  lithography,  decalco- 
mania  manufacture  and  punch  press  operations. 
He  also  employed  a  portion  of  the  technical  person- 
nel. He  perfected  many  new  processes  and  tech- 
niques including  a  new  method  for  camera  work, 
the  elimination  of  certain  etching  and  lithographic 
operations,  die  making  improvements,  new  engrav- 
ing methods,  new  chemical  solutions  and  new  uses 
for  chemical  solutions,  new  processes  for  plastics 
and  fibre,  fluorescent  plates  and  many  others.  He 
and  Kennedy  together  devised  a  new  type  of  con- 
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vcyor  to  operate  under  a  hank  of  iiil'ra  icd  liglit 
wliieh  has  Ijcon  quite  successful.  Kennedy  was  in 
complete  charge  of  all  dei)artnients  and  activities 
of  i)etitioncd  except  i)i-odu(-tion,  including  sales,  ad- 
vertising, price  figuring,  employment  of  a  i>or1ion 
of  the  teclniical  pei'soimel,  collections,  purchases, 
finances  and  also  keej)ing  in  constant  touch  with 
new  techn()h)gical   developments  and   proeesses. 

During  the  taxahle  years  ended  June  80,  1941 
an<l  June  30,  1942,  Hayek  worked  from  65  to  75 
hours  per  week  as  compared  wdth  about  45  hours 
in  1939.  Many  times  he  worked  on  Sunday  during 
the  war  and  more  than  once  he  was  required  to 
work  all  night  on  important  war  jobs.  Kennedy 
worked  about  54  hours  per  week  during  the  taxa- 
ble years  as  comjvared  with  about  45  hours  per 
week  during  1939  and  1940.     [23] 

'Die  business  of  petitioner  during  the  years  1941 
and  1942  included  the  production  of  many  items 
in  addition  to  name  })lat(>s,  including  scales,  dials, 
instruction  and  designation  plates,  luminous,  fluor- 
escent and  phosphorescent  plates  and  other  articles 
of  similar  nature  whicli  were  sold  largely  to  the 
airplane  industry.  It  was  necessary  to  substitute 
plastics  and  fibres  for  metals  in  mainifacturing 
many  ])roducts  because  of  the  shortage  of  metals 
and  the  necessity  for  conserving  strategic  mateiials. 
The  business  of  the  company  during  these  years 
also  involved  the  use  of  radium  and  Idack  light. 
Many  problems  arose  due  to  the  fumes  caused  bv 
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the  use  of  certain  materials,  allergies  and  radio- 
activity. Government  inspection  during  the  war 
was  very  rigid,  requiring  greater  accuracy  in  pro- 
duction than  in  prior  years. 

The  by-laws  of  petitioner  empowered  the  board 
of  directors  to  appoint  and  remove  all  officers  of 
the  company,  prescribe  their  duties  and  fix  their 
compensation. 

The  minutes  of  the  regular  meetinp,'  of  the  boai'd 
of  directors  of  petitioner  held  on  April  30,  1940 
provide  in  part  as  follows: 

On  motion  of  Jos.  W.  Hayek,  seconded  by 
D.  R.  Koelling,  it  was  voted  to  increase  the 
salary  of  W.  J.  Kennedy,  to  $12,000  per  year, 
retroactive  to  July  1st,  1939. 

W.  J.  Kennedy  then  relinquished  the  chair 
to  Jos.  W.  Hayek,  and  moved,  seconded  by 
D.  R.  Koelling,  that  the  salary  of  Jos.  W. 
Hayek  be  increased  to  $12,000  ])er  year,  retro- 
active to  July  1st,  1939. 

The  minutes  of  the  regular  meeting  of  the  board 
of  directors  of  petitioner  held  on  June  11,  1941 
provide  in  part  as  follows: 

On  motion  of  W.  J.  Kennedy,  seconded  by 
D.  R.  Koelling,  a  bonus  of  $5,000  was  voted 
to  Jos.  W.  Hayek  and  W.  J.  Kennedy. 

Petitioner's  net  sales,  officers'  compensation 
(Hayek  and  Kennedy  only),  net  income  before 
Federal  taxes  on  income.  Federal  taxes  on  income, 
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Mild  net  proiits  for  tlic  fiscal  years  ended  June  30, 
H):U)  to  Jinic  30,  1942,  inclusive,  were  as  follows: 

^'<'^'"  Net  liiiconii-  Federal 

lOniled  Net  Officers'  before  Taxes  on  Net 

.lime  30  Siile.s  Compensation  Federal  Ta.xeH        Income  Profit 

1936  $  82,153.49  $  (),r)42.00  $16,430.61  $  2,925.79  $13,504.82 

1937  98,354.42   15,000.00   13,870.53   2,961.67   10,908.86 

1938  109,464.23   15,322.40   6,387.47   1,526.50   4,860.97 
1!)39   109,966.49   15,183.30  10,164.23   1,347.99   8,816.24 

1940  151,446.43   24,194.80   15,862.53   2,145.75   13,716.78 

1941  256,451.30  34,000.00  46,942.07   16,709.61   30,232.46 

1942  363,912.88  34,000.00  91,747.72  50,597.47  41,150.25 

Beginning-  in  1931  petitioner  began  paying  bo- 
nuses to  certain  of  its  employees.  During  tbe  tax- 
able years  such  bonuses  approximately  $12,000  to 
$14,000  per  year.  During  the  fiscal  years  ended  June 
30,  1937,  to  June  30,  1942,  inclusive,  petitioner's 
employees  numbered  39,  36,  37,  53,  73  and  90,  re- 
spectively. 

Petitioner  accunuilated  certain  scrap  from  time 
to  time  which  is  the  metal  that  was  left  over  from 
the  various  jol^s.  It  is  usually  referred  to  as  "overs 
on  jobs"  and  is  sold  as  scra]>.  The  proceeds  from 
the  sales  of  scrap  by  jjetitioner  amounted  to  $1.- 
873.16  for  the  fiscal  year  ended  June  30,  1941,  and 
$1,716.36  for  the  fiscal  year  ended  June  30,  1942. 
One-half  of  these  amounts  was  paid  over  to  Hayek 
and  one-half  to  Kennedy,  who.  together  with  their 
ves])ective  wives,  reported  the  amounts  in  their  in- 
dividual income  tax  returns  as  income  from  the  sale 
of  sera)).  Petitioner  did  not  return  any  of  the  pro- 
ceeds from  the  sales  of  scrap  as  income  and  neither 
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did  it  deduct  an}'  amount  as  compensation,  or  other- 
\Yise,  on  account  of  the  said  proceeds  that  were  paid 
over  to  Hayel:  and  Kemiedy.  The  proceeds  from  the 
sale  of  scrap  was  a  part  of  petitioner's  gross  income 
and  should  have  been  returned  by  petitioner  as  such. 
It  is  the  practice  in  the  name  plate  industry  to  per- 
mit officers  to  sell  scrap  and  to  regain  the  proceeds 
from  such  sales  as  a  bonus  or  additional  compensa- 
tion. Everywhere  that  Hayek  ever  worked  he  always 
got  the  scrap  or  ])art  of  [25]  the  scrap.  In  1916, 
when  lie  was  working  for  a  Minneapolis  concern, 
his  salary  was  $4,420  plus  all  the  scrap  except  the 
scra]:>  from  sterling  silver.  In  1930  he  was  offered 
a  position  at  an  annual  salary  of  $12,000  plus  20 
per  cent  of  the  scrap. 

During  the  years  1941  and  1942  there  were  only 
two  or  three  firms  besides  petitioner  in  the  name 
plate  business  in  the  Los  Angeles  area.  The  prin- 
cipal competitor  of  petitioner  in  the  Los  Angeles 
area  was  Miller  Dial  &  Nameplate  Company.  Dur- 
ing the  years  1941  and  1942  Miller  Dial  &  Name- 
])late  Company  was  a  partnership  composed  of  two 
brothers,  Charles  W.  Miller  and  John  Dawson  Mil- 
ler. The  duties  of  Charles  in  the  partnership  were 
very  similar  to  those  of  Kennedy  in  petitioner  and 
the  duties  of  John  in  the  partnership  were  very 
similar  to  those  of  Hayek  in  petitioner.  The  sales 
of  Miller  Dial  &  Nameplate  Company  for  the  cal- 
endar year  1941  were  approximately  $156,000  and 
for  the  calendar  year  1942  they  were  approximately 
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if;;^:]S,O00.  No  salaries  wero  paid  to  the  j)artners  in 
Miller  Dial  &  Naino])la1('  C'oinpajiy  for  tlio  year 
1941;  llic  pai-tiHMs  simply  made  withdrawals  as 
iiood(Ml.  For  (he  year  1942  the  salai-y  of  Charles  was 
J|<24,000  and  that  of  dolm  was  $18,000. 

During  February  or  March  of  the  year  1943  the 
Northern  Eno-ravino-  Company  of  Racine,  Wiscon- 
sin, offered  to  ])urchase  a  51  per  cent  control  of 
the  business  of  petitioner  and  to  retain  the  services 
of  Hayek  and  Kennedy  for  a  jx-i-iod  of  two  years. 
'Pliis  offer  was  I'ejected. 

Petitioner  has  declared  or  paid  no  dividends,  as 
such,  since  the  fiscal  vq-c^.v  ended  June  30,  1938.  [26] 

A  reasonable  .-dlowance  for  salaries  or  other  com- 
pensation for  pei-soiial  services  actually  rendered  to 
petitioner  by  eaeh  of  its  officers,  Hayek  and  Ken- 
nedy, durino'  (-udi  of  the  taxable  years  end(-l  Jure 
30,  1941,  and  Jmie  30,  1942,  w^as  the  basic  snlaiy  y.ivA 
to  each  officer  in  each  year  in  the  respective  amount 
of  $12,000  ])lus  the  ]n-oceeds  from  the  sale  of  sera]) 
in  each  of  the  taxable  years  paid  to  those  two  re- 
s])ective  officers.  The  amounts  of  $5,000  iiaid  to  each 
officei'  in  the  taxable  years  ended  June  30,  1941,  and 
June  30,  1942,  were  in  the  nature  of  dividend  dis- 
tributions on  stock. 

Petitioner's  surplus,  increase  (or  decrease)  in 
sur])lus,  workins?  ca])ital  and  increase  (or  decrease) 
in  working  capital  for  the  years  ended  June  30, 
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1936,  to  March  31,  1946,  inclusive,  were  as  follows 
(Note:  Decreases  are  shown  in  parentheses)  : 


Increase  {or 

Increase  (( 

Tear  Ended 

decrease)  in 

Working- 

decrease)  i: 

June  30 

Surplus 

Surplu.s 

Capital 

Working  Capr 

1936 

$  26,141.88 

$  35,201.14 

1937 

32,775.62 

$     6,633.74 

41,234.91 

$  6,033.7 

1938 

30,021.08 

(2,754.54) 

26,405.09 

(14,829.8 

1939 

39,333.04 

9,311.96 

32.425.69 

6,020.6 

1940 

42,183.61 

2,850.57 

36,864.01 

4.438.3 

1941 

72,423.25 

30,239.64 

50,740.22 

10,876.2 

1942 

114,185.01 

41,761.76 

75,153.36 

24,413.1 

1943 

135.056.32 

20,871.31 

69,610.34 

(1.543.0 

1944 

151,981.40 

16,925.08 

89,518.16 

18,907.8 

1945 

162,000.47 

10,019.07 

108,910.14 

16,391.9 

1946       (9  months) 

147,073.45 

(14,972.02) 

92,818.75 

(13,091.3 

Total  net  increases. 

$120,931.57 

$57,617.6 

At  all  times  from  June  30,  1936,  to  March  31, 
1946,  petitioner's  capital  stock  outstanding  was 
2,503  shares  of  the  par  value  of  $25,030.  During 
the  fiscal  years  ended  June  30,  1936,  1937  and  1938, 
petitioner  declared  and  paid  dividends  in  the 
amounts  of  $1,000.80,  $4,311  and  $5,006,  respectively. 
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Pclilioiirr's  hjilancc  sliccf  ;is  of  March  'U,  1!)4(),  is  a,s  follows: 

ASSETS 

Ciisli  &  TIaiik  Accounts $  40,329.5.'j 

Tirasuiy    Tholes   25,026.00 

Ct)r])()rjition  Stock  9,750.00 

Accounts  Receivable  16,681.81 

Ttivcntorios   20,549.81 

Plant  &   iOciuipiiicnt 107,177.14 

Picpaid   I^].\i)enses  1,402.76 

Boyle  Avenue  Pi'operty 7,567.91 

Post   War  Tax  Refunds 4,420.28 

Total $232,905.24 

LIABILITIES  &  CAPITA F> 

Current    Lialnlitics  $  19,518.40 

Depreciation   Reserve 41,283.39 

Capital  Stock  25,030.00 

Surplus   147,073.45 

Total $232,905.24 

An  analysis  of  petitioner's  suri)lns  account  from 
July  1,  1935,  to  and  including  Marcli  31,  1946,  is  as 
follows  (Note:  All  years  are  fiscal  years  endinj?  June 
30tli,  except  1946,  which  is  a  9  months  period  end- 
ing March  31,  1946)  : 
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An  analysis  of  ix'titioner's  |)laiit  anil  equipment 
account  from  July  1,  1936,  to  and  including?  March 
in,  1946,  indicates  that  i)etiti(mer  made  the  follow- 
ing additions  thereto  during-  each  year  and  also 
wrote  off  certain  assets  in  amounts  as  follows: 

Yoar  Ended  June  30  Additions     Amounts  Written  Otf 

1937   $  4,43S.02  None 

1938   4,602.02  None 

1939   738.51  None 

1940   11,573.14  $  7,551.26 

1941   14,199.03  459.25 

1942   5,239.37  320.94 

1943   24,199.68  433.75 

1944   3,544.49  45.25 

1945   680.31  1,283.88 

1946  (9  months) 1,003.13  None 

Totals $70,217.70  $10,094.33 

Before  and  during  the  years  1941  and  1942,  the 
officers  of  petitioner  planned  a  considerable  ex- 
pansion program  for  the  increase  of  its  plant  facili- 
ties. These  plans  included  a  new  tnodeni  building 
with  a  mezzanine  floor  designed  to  fit  the  manufac- 
turing needs  of  petitioner  which  would  cost  between 
$150,000  and  $250,000.  It  was  estimated  by  peti- 
tioner's officers  that  this  new  Iniilding  would  de- 
crease petitioner's  costs  of  manufacture  from  three 
to  five  per  cent  and  provide  badly  needed  s})ace  for 
the  restoration  of  discontinued  facilities  and  the  in- 


48  Kennedy  Name  Plate  Co.  vs. 

stallat.iou  of  new  facilities.  Erection  of  a  new  build- 
ing is  still  planned  by  petitioner  and  is  essential. 

During  December  of  1940,  petitioner  purchased 
a  site  on  Boyle  Avenue  in  an  industrial  section  one 
and  one-half  miles  from  its  existing  plant  for 
$8,126.05.  Prior  to  the  purchase,  petitioner  had 
investigated  the  Boyle  Avenue  property  and  other 
properties  for  the  purpose  of  finding  a  satisfactory 
location  for  a  new  i)lant.  The  Boyle  Avenue  prop- 
erty was  purchased  for  that  purpose.  Because 
building  contractors  were  busy  on  war  contracts  in 
1941,  it  proved  not  practicable  to  put  up  a  build- 
ing on  Boyle  xi venue  at  that  time.  Later,  two  large 
plants  of  other  companies  were  erected  near  the 
Boyle  Avenue  site,  who  employed  about  6,500  to 
7,000  employees.  As  this  situation  resulted  in  a 
parking  problem  and  traffic  congestion  around  the 
Bojde  Avenue  property  it  was  rendered  less  suit- 
able for  the  purpose  of  the  erection  of  a  plant  for 
petitioner,  although  the  property  had  generally  be- 
come more  valuable. 

Petitioner  leased  the  Boyle  Avenue  property  to 
a  tenant  which  lease  has  now  expired  and  the  same 
tenant  is  occupjdng  the  property  on  a  month  to 
month  basis.  Petitioner  is  now  endeavoring  to  ex- 
change the  Boyle  Avenue  site  for  a  property  more 
suitable  for  the  fulfillment  of  its  building  program. 

When  petitioner  moved  to  its  present  plant  in 
1928  the  cost  of  moving  its  machinery  to  that  plant 
was  from  $3,000  to  $4,000.  Petitioner  now  has  from 
eight  to  ten  times  as  much  equipment  which  will 
have  to  be  moved  to  its  new  buildinor. 
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IMitioiier  lias  a  hw/^a  iitliograjiiijc  jircss  which 
it  j)nrcha.sed  about  1926.  The  press  is  a  Voss  and 
Ivaiig  press  which  was  made  m  1874.  This  press  is 
inadequate,  dilapidated  and  slow.  Petitioner  is 
l)adly  in  need  of  a  new  lithographic  press.  During 
1f)41  or  1942,  Hayek  made  a  trij)  East  and  investi- 
gated lithographic  presses  at  the  plants  where  they 
were  being  manufactured.  He  recommended  the 
l)urchase  of  an  M.  J.  Hoe  press  at  a  cost  of  $35,000 
to  .$55,000  f.o.l).  Newark,  New  Jersey,  ])lus  $3,000 
to  $5,000  for  shipping  and  installation  costs.  Peti- 
tioner still  badly  needs  the  Hoe  press  but  the  pres- 
ent building  is  not  large  enough  and  there  is  not 
adequate  space  for  the  Hoe  ])ress.  During  the 
war,  Hoe  &  Company  were  oidy  taking  Govera- 
nient  orders  and  could  not  make  delivery  of  a  press 
to  jX'titionor.  When  ]»etitioiier  is  able  to  purchase 
the  Hoe  press  and  install  it  for  use,  it  can  take 
large  tin  sign  orders  which  cannot  be  accepted  at 
l)resent  because  of  the  inadequate  press  m  use. 

Petitioner  planned  in  1941  and  1942  to  take  out 
all  of  its  present  ovens  and  replace  them  with  infra 
red  conveyors  such  as  the  one  invented  by  peti- 
tioner's officers  and  already  in  use  in  1941.  The 
cost  was  estimated  to  be  $12,000  to  $15,000.  It  is 
]ilanned  to  make  these  installations  as  soon  as  there 
is  room  for  them.  Such  installations  will  materi- 
ally reduce  costs  and  im])rove  the  api^earaiice  of  the 
jobs.     [32] 

Petitioner  h.ad  to  tear  out  its  ])lating  depart- 
ment in  1941  because  of  Oovermnent  restrictions 
and  because  the  space  occupied  by  the  plating  de- 
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partment  was  required  for  degreasing  of  material 
on  Government  contracts.  Since  1942  petitioner 
has  assembled  a  nickel  plating  plant  but  has  to  sub- 
contract out  aU  other  plating.  This  causes  delays 
in  deliveries  and  reduces  profits.  Additional  plat- 
ing facilities  are  required  at  present  and  would 
cost  $15,000  to  $20,000. 

During  1941  and  1942,  petitioner  planned  to  ob- 
tain a  license  for  color  anodizing  from  the  Alumi- 
num Corporation  of  America  at  a  cost  of  $5,000 
for  the  license  plus  $10,000  to  $12,000  for  the  re- 
quired color  anodizing  plant  consisting  of  tanks, 
dynamos,  lines,  anodes,  etc.  Due  to  war  require- 
ments, petitioner  had  no  available  space  for  the  pro- 
posed installation  but  still  contemplates  securing 
the  license  and  putting  in  the  plant  as  soon  as  the 
space  is  available.  This  type  of  facilities  is  re- 
quired to  keep  petitioner's  service  to  its  customers 
complete  and  continuous. 

Petitioner  also  planned  during  1941  and  1942 
to  go  further  into  the  field  of  plastics  manufac- 
ture, put  in  an  adequate  hydraulic  press,  a  good 
plastic  press  and  other  miscellaneous  equipment 
which  would  cost  around  $25,000  at  first  and  more 
later. 

During  1941  and  1942,  petitioner  anticipated  an 
eventual  cessation  of  war  hostilities  and  that  a 
reconversion  period  would  follow.  Petitioner  be- 
lieved it  would  lose  all  of  its  war  customers,  and 
have  to  find  new  customers  engaged  in  civilian 
work,  that  there  would  be  a  loss  from  its  opei'ations 
during  a  period  from  one  to  two  years  after  the 
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cessation  of  hostilities,  that  existing  «.-onlraets  wouhl 
ho  cancelled  and  cost  percentages  would  be  greater 
(hiring  the  reconversion  period.  During  the  nine 
months  ended  March  31,  lf)4f>  (the  greater  portion 
of  that  period  being  after  war  operations  [33]  had 
ceased)  ])etitioner  sustained  a  net  loss  from  opera- 
tions of  $14,1)27.02  and  a  decrease  in  working  capi- 
tal of  $13,091.39.  Kennedy  believes  that  the  re- 
conversion period  will  last  at  least  one  more  year 
after  March  31,  1946,  during  which  ])eriod  it  is 
probable  a  loss  will  be  sustained. 

Petitioner's  original  plant  building  erected  in 
1928  and  the  first  addition  thereto  added  in  1929 
or  1930  were  financed  i)artially  by  tirst  and  second 
mortgages.  When  the  second  mortgage  matured  in 
1931 ,  the  mortgagee  refused  to  renew  it.  Petitioner 
was  unable  to  refinance  the  mortgage  in  Los  Ange- 
les and  had  to  refinance  it  in  Chicago  in  part  and 
by  a  loan  from  Hayek  in  pait.  There  was  danger 
of  a  foi'cclosure  which  Avould  have  put  petitioner 
out  of  business  in  1931. 

After  1931  petitioner  adopted  a  policy  of  finan- 
cing all  capital  additions,  such  as  building  sites, 
additions  t(^  buildings,  machinery  and  equipment 
from  its  earnings  entirely  rather  than  in  part 
through  loans.  This  policy  was  (^(nitinued  through 
1941  and  1942  and  up  to  the  present  time,  peti- 
tioner paying  cash  for  all  of  its  capital  additions 
to  plant,  machinery  and  equipment,  and  also  plan- 
ning to  finance  future  contemplated  new  plant  and 
machinery  and  equi])ment  additions  from  its  work- 
ing capital. 
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During  the  taxable  years  here  involved  peti- 
tioner was  not  a  mere  holding  or  investment  com- 
pany. Petitioner  did  not  during  the  taxable  years 
here  in  question  permit  its  earnings  or  profits  to 
accumulate  beyond  the  reasonable  needs  of  its  busi- 
ness. During  the  taxable  years  here  involved  peti- 
tioner was  not  availed  of  for  the  purpose  of  pre- 
venting the  imposition  of  the  surtax  upon  its  share- 
holders or  the  shareholders  of  any  other  corpora- 
tion through  the  medium  of  permitting  its  earnings 
or  profits  to  accumulate  instead  of  being  divided 
or  divstributed.     [34] 

Opinion 

Black,  Judge :  There  are  three  issues  involved  in 
this  proceeding.  The  first  is  whether  the  respond- 
ent erred  in  disallowing  as  excessive  compensation 
tlie  bonuses  which  petitioner  paid  to  its  two  officers 
during  each  of  the  taxable  years  here  involved. 
The  second  is  whether  the  respondent  erred  in  in- 
creasing petitioner's  income  for  each  of  the  taxa- 
ble years  by  the  amount  of  the  proceeds  from  the 
sale  of  scrap  which  had  all  been  paid  over  to  its 
two  officers  and  returned  by  them  and  their  respec- 
tive wives  as  taxable  income  and  whether  if  such 
proceeds  should  be  taken  into  petitioner's  gross 
income,  petitioner  should  ])e  allowed  as  an  addi- 
tional amount  for  salary  deductions,  the  amounts 
so  paid  over  to  Kennedy  and  Hayek.  The  third  is 
whether  the  respondent  erred  in  determining  that 
petitioner  was  subject  to  the  surtax  on  corporations 
imposed  by  section  102   of  the   Internal  Revenue 
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Code,  as  amciickd,  for  eacli  of  the  taxable  yeai-s 
oiidorl  eTiiiic  30,  1941  and  June  30,  W42. 

The  first  two  issues  are  closely  related  and  will 
1);'  consideied  to<i:('tli('r.  During  each  of  the  t.axa- 
l)le  years  here  involved  petitioner  paid  each  of  its 
Iwo  officers  a  $5,000  bonus  and  also  paid  over  to 
each  of  its  two  officers  50  per  cent  of  the  proceeds 
from  the  sale  of  scrap.  Petitioner  did  not  return 
any  of  the  proceeds  from  the  sale  of  scrap  as  in- 
come or  deduct  any  amount  on  account  of  the  pay- 
ment of  such  proceeds  to  its  officers.  Hayek  and 
Kennedy  and  their  respective  wives  each  reported 
one-fourth  of  such  proceeds  as  income  from  the  sale 
<»F  scrap.  Petitioner  in  substance  now  concedes 
that  it  sliould  have  reported  the  proceeds  from  the 
sale  of  scrap  as  its  income,  but  contends  that  it 
should  also  have  deducted  a  like  amount  as  eom- 
]>ensatiou  ])aid  to  its  two  officers  in  addition  to  the 
bonuses  and  regular  salaries.  During  each  of  the 
taxable  years  here  involved  pctitionr:-  deducted 
$10,000  on  ;iccount  of  the  bonuses  paid  and  [35] 
$24,000  on  account  of  the  regular  salaries  paid  to 
eacli  of  its  two  officers.  The  respondent  allowed  as 
dcMluctions  the  regular  salaries;  disallowed  as  de- 
ductions the  bonuses;  included  in  petitioner's  in- 
come the  proceeds  from  the  sale  of  scrap;  and  con- 
tends that  in  no  event  is  petitioner  entitled  to  de- 
ductions from  gross  income  as  reasonable  compen- 
sation ])aid  its  officers  any  amount  in  excess  of  the 
regular  salaries.  The  first  two  issues,  thei'efore, 
resolve  themselves  into  the  single  question  of 
wliether  petitioner  is  entitled  to  deduct  under  sec- 
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tion  23  (a)(1)(A)  of  the  Internal  Revenue  Code, 
as  amended,-  aj^  "a  reasonable  allowance  for  sal- 
aries or  other  compensation  for  personal  services 
actually  rendered"  all  the  amounts  paid  to  its  two 
officers  during  the  taxable  years  here  involved. 
These  amounts  are  as  follows: 


iSEC.   23.     DEDUCTIONS   FROM   GROSS   IN- 
COME. 

In  computing  net  income  there  shall  be  allowed 
as  deductions: 

(a)     Expenses. 

(1)  Trade  or  Business  Expenses, 
(A)  In  General.  All  the  ordinary  and  nec- 
essary expenses  paid  or  incurred  during  the 
taxable  year  in  caiTying  on  any  trade  or  busi- 
ness, including  a  reasonable  allowance  for  sal- 
aries or  other  compensation  for  personal  serv- 
ices actually  rendered;  traveling  expenses  (in- 
cluding the  entire  amount  expended  for  meals 
and  lodging)  while  awaj^  from  home  in  the 
pursuit  of  a  trade  or  business;  and  rentals  or 
other  payments  required  to  be  made  as  a  con- 
dition to  the  continued  use  or  possession,  for 
purposes  of  the  trade  or  business,  of  property 
to  which  the  taxpayer  has  not  taken  or  is  not 
taking  title  or  in  which  he  has  no  equity.     [36] 

Taxable  Year         Taxable  Year 
Ended  June  30,      Ended  June  30, 

1941  1942 

Regular  .salary  to  Hayek ..$12,000.00  $12,000.00 

Regular  .salary  to  Kennedy - -  12,000.00  12,000.00 

Bonus  to  Hayek 5,000.00  5,000.00 

Bonus  to  Kennedy 5,000.00  5,000.00 

Scrap  proceeds  to  Hayek 936.58  858.18 

Scrap  proceeds  to  Kennedy 936.58  858.18 


Totals $35,873.16        $35,716.36 
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Tlic  irspondenl  concedes  tliat  the  lef^ular  salaries 
])ai(l  to  botli  Hayek  and  Kerniedy  aiv  deductible.  He 
contests  only  the  bonuses  and  scrap  proceeds  paid 
to  encli  officer  for  each  year.  He  contends  that 
these  htltcv  payments  were  in  effect  dividends  in 
disftiiise.  Petitioner  contends  that  the  total  amounts 
l)aid  represented  reasonable  compensation  for  per- 
sonal sen'ices  actually  rendered.  The  question  pre- 
sented is  one  of  l':\cf  and  Ihc  burden  of  i)roof  is  u[)on 
l)etitionei'.  Tkitany  Worsted  Mills  vs.  United  States, 
278  IT.  S.  282;  H.  Levine  &  Bros.,  Inc.,  vs.  Commis- 
sioner, 101  Fed.  (2d)  391. 

Section  19.23 (a) -6  of  Treasury  Regulations  103, 
provides  amonsr  other  thinsijs  that  the  test  of  deducti- 
bility in  case  of  compcMisation  payments  is  whether 
they  are  reasonable  and  are  in  fact  payments  ])urely 
for  services.  It  uses  the  following  as  an  illustration : 

*  ■"  *  An  ostensible  salary  paid  by  a  corf)ora- 
tion  may  he  a  distribution  of  a  dividend  on 
stock,  '^riiis  is  likely  to  occur  in  the  ease  of  a 
corporation  having  few  shareholders,  ])racti- 
cally  all  of  whom  di'aw  salaries.  If  in  such  a 
case  the  sal  a  lies  are  in  excess  of  those  ordi- 
narily paid  for  similar  services,  and  the  exces- 
siA'e  payments  correspond  or  bear  a  close  rela- 
tionshi]!  to  the  stock  holdings  of  the  officers  or 
employees,  it  would  seem  likely  that  the  salaries 
are  not  paid  wholly  for  services  rendered,  but 
that  the  excessive  payments  are  a  distribution 
of  earnings  upon  the  stock.  [37] 
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Like  regulations  have  been  held  to  be  fair  inter- 
pretations of  the  Congressional  intention.  H.  Levine 
&  Bros.,  Inc.,  vs.  Commissioner,  supra. 

Except  for  one  qualifying  share,  50  per  cent  of 
petitioner's  stock  was  owned  by  Hayek  and  the 
otlier  50  per  cent  was  either  owned  by  Kennedy  as 
his  separate  property  or  by  Kennedy  and  his  wife 
as  communit}^  property.  Since  both  Hayek  and  Ken- 
nedy were  employed  by  petitioner  and  devoted  all  of 
their  time  to  petitioner's  business,  it  would  not  make 
much  difference,  if  any,  to  petitioner  and  its  stock- 
holders, except  taxwise,  whether  petitioner  distrib- 
uted its  earnings  as  dividends  or  in  the  form  of  com- 
pensation. Under  such  circumstances  close  scrutiny 
is  invited. 

Petitioner  has  declared  or  paid  no  dividends  as 
such  since  the  fiscal  year  ended  .Time  30,  1938.  Dur- 
ing that  year  it  paid  a  dividend  of  $5,006  which  is 
20  per  cent  of  its  capital  stock.  During  that  year 
it  paid  its  officers  a  total  compensation  of  $15,322.40 
and  had  a  net  profit  after  taxes  of  $4,860.97.  Dur- 
ing the  next  four  years  petitioner's  net  profits  after 
taxes  increased  materially  over  each  preceding  year. 
ISTotwithstanding  these  increased  profits  petitioner 
did  not  declare  or  pay  any  dividends,  as  such,  but 
did  materially  increase  the  compensation  paid  its 
two  officers  at  two  different  times.  The  first  in- 
crease, voted  on  April  30,  1940.  was  made  retroac- 
tive to  July  1,  1939,  and  increased  the  salary  of  each 
officer  to  $12,000  per  year.  This  was  a  total  increase 
over  the  previous  year  of  $9,011.30,  or  about  36  ])er 
cent  of  the  capital  stock.   The  second  increase,  voted 
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oil  .Jimc  11,  1941,  was  made  retroactive  to  July  1, 
1940,  and  increased  tlie  compensation  of  each  officer 
hy  $5,000  per  year.  Tliis  touetlier  with  the  scraj) 
l)roceeds  anioimtcd  to  a  total  increase  over  the  pre- 
vious year  of  $11,078.36,  or  about  46  per  cent  of  the 
ca])ital  stock.  Of  course,  if  the  total  payments  to 
Tlayek  and  Kennedy  were  in  fact  payments  purely 
for  services  and  were  reasonable  under  all  the  cir- 
cumstances, th(\v  would  be  deductible  under  section 
23  (a)  (1)  (A)  of  the  Code  in  any  event.  The  Christ- 
man  Company,  8  T.C ,  promulgated  March  31, 

1947. 

We  do  not  think  that  under  all  the  circumstances 
the  bonuses  paid  to  Hayek  and  Kennedy  can  be 
considered  in  fact  ])ayinents  purely  for  services. 
We  think  that  under  all  the  circumstances  these 
jiayments  must  be  regarded  in  the  nature  of  divi- 
dend distributions  on  stock  and  we  have  so  found 
as  an  ultimate  fact  in  our  findings. 

I^etitioner  in  its  briefs  contends  that  considerable 
weight  should  be  given  to  the  testimony  of  Charles 
W.  Miller,  one  of  the  partners  of  Miller  Dial  & 
Nanieplate  Company.  The  latter  company  was  tlie 
l)rincipal  com])otitor  of  petitioner  in  the  Los  An- 
geles area.  During  1942,  this  competitor  paid  its 
two  partners  total  salaries  of  $42,000.  Miller's  tes- 
timony can  not  be  given  the  weight  for  which  peti- 
tioner contends  for  the  reason  that  during  the  years 
1941  and  1942  IMiller  Dial  &  Nanieplate  Company 
was  a  ])arti>oi'shi])  and  not  a  corporation.  As  a 
partnership  it  could  easily  distribute  all  of  its  earn- 
ings in  the  form  of  salaries  to  its  partners  without 
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being  questioned  by  the  taxing  authorities.  That  is 
not  true  in  the  case  of  corporations  where  consid- 
eration must  be  given  to  whether  the  payments  are 
ill  fact  purely  for  services  actually  rendered  and 
vdiether  they  were  reasonable  imder  all  the  circum- 
stances.   Cf.  Woodcliff  Silk  Mills,,  1  B.T.A.  715. 

There  is  no  doubt  that  both  Hayek  and  Kennedy 
worked  long  liours  during  the  taxable  years  here 
involved  and  were  very  competent  men  in  the  line 
of  work  in  which  petitioner  was  engaged.  But  only 
about  two  months  prior  to  the  beginning  of  the 
taxable  years  here  involved  their  regular  salaries 
were  substantially  increased  up  to  $12,000  per  an- 
num for  each  officer.  This  represented  an  increase 
of  more  than  59  per  cent  over  the  preceding  year. 
For  the  reasons  previously  given  and  the  fact  that 
no  dividends  as  such  were  declared  since  June  30, 
1938,  we  think  that  $12,000  a  year  for  each  officer 
plus  the  scrap  sales  is  all  that  can  reasonably  be 
allowed  as  deductions  under  section  23  (a)(1)(A), 
supra,  for  the  taxable  years  here  in  question.  Cf. 
Am-Plus  Storage  Battery  Co.  v.  Commissioner,  35 
Fed.  (2d)  167;  A.  David  Co.  v.  (Irissom,  64  Fed. 
(2d)  279;  Crescent  Bed  Co.,  Inc.,  v.  Commissioner, 
133  Fed.  (2d)  424;  and  The  Shield  Company,  Inc., 
2  T.C.  763.  We  hold,  therefore,  that  the  respond- 
ent's determination  as  to  the  bonuses  was  correct. 
It  follow^s  that  during  the  taxable  years  here  in- 
volved petitioner  is  only  entitled  to  deduct  under 
section  23  (a)(1)(A),  supra,  the  total  amounts  of 
$24,000  for  each  year  plus  the  payments  from  the 
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scrap  sales  as  reasonable  compensation  jtaid  its  ofTi- 
(•(M's  Uayck  ;m(l  Kennedy. 

We  will  now  consider  the  tliii-d  issue  as  previ- 
ously stated.  The  material  provisions  of  section 
102,  except  for  the  rates  of  tax,  are  identical  for 
each  of  the  taxable  years  ended  June  30,  1941  and 
1942,  and  are  in  the  [40]  margin.2 

The  respondent  does  not  contend  that  petitioner 
was  "formed"  for  the  purpose  of  avoiding  surtax 
upon  shareholders.  Neither  does  he  contend  that 
during  the  taxable  years  petitioner  was  '"a  mere 
holding  or  investment  company"  as  that  term  is 
used  in  section  102  (b).  It  is  clear,  of  course,  that 
j)etitiouer  was  not  a  mere  holding  or  investment 
company  and  that  it  was  not  formed  for  the  inter- 


2SEC.  102.     SURTAX  ON  CORPORATIONS  IM- 
PROPERLY Af  CUMULATING  SURPLUS. 

(a)  Imposition  of  Tax.  There  shall  be  levied, 
collected,  and  paid  for  each  taxable  year  (in  addi- 
tion to  other  taxes  imposed  by  this  chapter)  upon 
the  net  income  of  every  corporation  (other  than  a 
personal  holding  company  as  detined  in  section  501 
or  a  foreign  ])ersonal  holding  company  as  defined 
in  Su])plement  P)  if  such  corporation,  however 
created  or  organized,  is  formed  or  availed  of  for 
the  purpose  of  preventing  the  imposition  of  the 
surtax  upon  its  shareholders  or  the  shareholders  of 
any  other  coi'iioration,  through  the  medium  of  per- 
mitting earnings  or  ])rofits  to  accumulate  instead 
of  being  divided  or  distributed,  a  surtax  e(pial  to 

the  sum  of  the  following: 

*     »     *     * 

(b)  Prima  Facie  Evidence.  The  fact  that  any 
corporation  is  a  mere  holding  or  investment  com- 
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dieted  purpose.  The  issue  is  tlierefore  narrowed 
to  whetlier  petitioner  was  "availed  of  for  the  pur- 
pose of  preventing  the  imposition  of  the  surtax 
upon  its  shareholders  *  -■  *  through  the  medium 
of  permitting  earnings  or  profits  to  accumulate 
instead  of  being  divided  or  distributed  *  *  *." 

The  respondent  determined  and  he  contends  that 
duiing  the  taxable  years  here  in  question  peti- 
tioner permitted  its  earnings  or  profits  "to  accumu- 
late beyond  the  reasonable  needs  of  the  business" 
as  that  j)hrase  is  used  in  section  102  (c).  By  virtue 
of  section  102  (c),  the  accumulation  or  earnings  or 
profits  beyond  the  reasonable  needs  is  determina- 
tive of  a  purpose  to  prevent  the  imposition  of  the 
surtax  upon  the  shareholders,  unless  the  petitioner 
hy  a  clear  preponderance  of  evidence  proves  to 
the  contrary.  See  Whitney  Chain  &  Mfg.  Co.,  3 
T.C.  1109,  affirmed  149  Fed.  (2d)  936. 

The  determination  of  whether  petitioner  during 
the  taxable  years  in  question  permitted  its  earnings 
or  i)rofits  "to  accumulate  beyond  the  reasonable 
needs  of  the  business"  or  whether  petitioner  was 
"availed  of"  for  the  interdicted  or  condemned  pur- 
pose are  questions  of  fact  to  be  determined  from 
all    of    the    evidence.     See    sections    19.102-2    and 

pany  shall  be  prima  facie  evidence  of  a  purpose  to 
avoid  surtax  upon  shareholders. 

(c)  Evidence  Determinative  of  Purpose.  The 
fact  that  the  earnings  or  profits  of  a  corporation  are 
permitted  to  accumulate  beyond  the  reasonable 
needs  of  the  business  shall  be  determinative  by  the 
purpose  to  avoid  surtax  upon  shareholders  unless 
the  corporation  by  the  clear  preponderance  of  the 
evidence  shall  prove  to  the  contrary.     [41] 
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19.102-3  of  Treasury  Regulations  103.  See  also 
!I("lv(>riiig  V.  Xaiioiial  Orocery  Co.,  304  U.S.  282; 
Helvcrhig  v.  Chicago  Slock  Yards  Co.,  318  U.S. 
(i93;  Vlh-W  ]\  DcMillc  Prodiictioins  Iiu'.,  31  B.T.A. 
lUn,  affirmed  90  Fed.  (2d)  12,  certiorari  denied 
302   U.S.  713.     [42] 

We  thinl;  ju'tiliovier  has  met  its  burden  of  ])roof. 
Upon  tlie  evidence  received  at  the  hearin.i;-  we  liave 
found  as  ultimate  facts  that  during?  the  taxable  years 
in  (juestion  petilioner  did  not  ix'vmit  its  earnings  or 
profits  to  accumnlate  beyond  the  reasonable  needs 
of  its  business  and  that  it  was  not  availed  of  for  the 
])urpose  of  avoiding  surtax  upon  its  shareholders. 
The  evidentiary  facts  in  support  of  these  ultimate 
findings  are  set  out  in  considei-ahle  detail  in  our 
findings  and  need  not  be  repeated  here  except  in 
very  brief  sununary  form. 

After  Kennedy's  expeiience  upon  liehalf  of  peti- 
tioner in  1931  of  attempting  to  refinance  a  second 
mortgage,  ])etitioner  adopted  a  policy  of  financing 
all  capital  additions  from  its  earnings  rather  than  in 
part  through  loans.  In  this  connection  Kennedy  tes- 
tified that  in  1931  he  tried  everybody  in  Los  An.- 
geles  whom  he  thought  would  loan  money;  that  he 
was  unable  to  find  anyone  in  Los  Angeles  who  would 
take  the  mortgage;  that  he  finally  was  able  to  find 
a  bank  in  Chicago  who  advanced  a  part  ($6,000)  of 
the  funds  necessary  to  refinance  the  mortgage;  that 
Hayek  put  Uj)  the  balance  that  was  necessary;  and 
that 

I  spent  the  worst  six  months,  I  think,  that 
I  ever  spent  in  my  life  at  that  time,  and  we  had 


62  Kennedy  Name  PTMe  Co.  vs. 

to  make  it  up  between  us  or  lose  the  business. 
It  was  really  terrific.  I  determined  I  would 
never  get  myself  into  debt  to  a  bank  again. 

The  statute  does  not  prohibit  such  a  policy  as 
petitioner  adopted  after  its  1931  experience.  It  is 
only  when  the  accumulation  goes  "beyond  the  rea- 
sonable needs  of  the  business"  that  the  statute  is 
apt  to  apply.  See  General  Smelting  Co.,  4  T.C.  313, 
323.  [43] 

In  the  instant  ])roceeding  both  Hayek  and  Ken- 
nedy testified  at  considerable  length  as  to  certain 
needs  of  the  business  for  which  petitioner  was  ac- 
cumulating its  earnings.  These  may  be  summarized 
in  minimum  amounts  as  follows: 

New  building   $150,000 

Moving  to  new  building 24,000 

New  lithographic  press 38,000 

Installation  of  infra  red  conveyors 12,000 

Additional   plating  facilities 15,000 

Anodizing  license  and  equipment 15,000 

Plastic  and  other  equipment 25,000 

Total $279,000 

We  are  convinced  from  the  evidence  that  the 
above  business  needs  as  testified  to  by  Hayek  and 
Kennedy  are  all  reasonable  requirements  for  the 
continued  successful  operations  of  petitioner's  busi- 
ness. As  was  said  in  William  C.  deMille  Produc- 
tions, Inc.,  30  B.T.A.  826,  "it  must  be  assumed  that 
any  business  shall  have  the  right  to  grow."  During 
the  taxable  years  petitioner  purchased  the  Boyle 
Avenue  property  at  a  cost  of  about  $8,000  as  the 
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iiitciHlod  site  for  its  new  buildiiif;'  a'xl  six-iit  -$19,- 
438.40  for  additions  to  its  plant  and  equipment.  For 
the  reasons  stated  in  our  findino:s  tliis  site  proved 
not  suiiahle  as  n  site  for  ])etiti(»ner's  new  building 
and  ])etitioner  is  now  endeavoring  to  exchange  it 
for  a  property  more  adai)tal)le  to  petitioner's  needs. 
A  great  many  of  tlievse  necessities  as  testified  to  by 
Hayek  and  Kennedy  cannot  be  installed  until  the 
new  building  is  erected. 

In  view  of  all  the  facts  we  do  not  think  the  ac- 
cunndations  during  the  taxable  years  were  unrea- 
sonable. During  the  two  taxable  years  here  involved 
])etitioner's  surplus  increased  from  $42,183.61  to 
$114,185.01,  an  increase  of  $72,001.40.  This  increase 
is  made  up  of  earnings  for  1941  of  $30,232.46 ;  earn- 
ings for  1942  of  $41,150.25;  and  miscellaneous  cred- 
its to  sur])lus  of  [44]  $618.69.  These  earnings  for 
1941  and  1942,  totaling  $71,382.71,  are  the  earnings 
after  deducting  Federal  taxes  already  paid  of  $67,- 
307.08.  The  latter  amount  does  not  include  the  defi- 
ciencies here  in  question  totaling  $30,098.59.  In  view 
of  our  holding  on  the  issue  of  the  reasonableness  of 
salaries,  a  substantial  portion  of  these  total  defi- 
ciencies i)lus  interest  will  have  to  be  ])aid.  After 
considering  all  the  evidence  we  think  it  is  apparent 
that  petitioner's  accumulations  at  the  end  of  the 
taxable  year  1942  fell  short  of  being  sufficient  to 
meet  the  reasonable  needs  of  petitioner's  business, 
present  and  prospective,  within  the  reasonable 
future. 

In  his  brief  the  respondent  makes  reference  to 
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the  needs  testified  to  b}-  petitioner's  officers  in  the 
total  minimum  amount  of  $279,000,  and  says: 

*  *  *  Respondent  recognizes  that  this  Court 
and  the  appellate  courts  have  held  that  a  corpo- 
ration may  accumulate  gains  and  profits  con- 
sonant with  the  needs  of  the  business  without 
being  liable  for  the  tax  in  question,  neverthe- 
less, he  submits  that  considering  all  of  the  evi- 
dence of  record  the  petitioner  has  failed  to 
justify  tlie  accTimulation  herein  involved.  With 
respect  to  the  expenditure  of  $150,000  for  a 
new  building  the  Court's  attention  is  directed 
to  the  fact  that  the  petitioner  gives  no  consid- 
eration at  all  to  the  use  of  credit  or  to  the  fact 
that  there  would  be  some  lealization  from  the 
sale  of  its  present  plant  which  was  carried  out 
on  the  books  at  a  value  of  $58,000  and  in  all 
probability  had  a  market  value  considerably 
in  excess  of  this  figure.     [54] 

We  do  not  understand  that  section  102  of  the 
Internal  Revenue  Code  and  the  regulations  promul- 
gated thereunder  prevent  a  taxpayer  corporation 
from  making  a  reasonable  accumulation  of  its  earn- 
ings to  finance  expansion  and  modernization  'pro- 
grams out  of  its  own  funds  rather  than  to  resort  to 
borrowing  for  that  purpose.  General  Smelting  Co. 
supra.  As  to  whether  there  would  be  some  realiza- 
tion from  the  sale  of  petitioner's  present  plant,  the 
answer  is  that  of  course  tliere  would  be.  The  $58,- 
000  figure  mentioned  by  the  respondent  (which  is 
cost  of  $79,512.41  less  depreciation  of  $20,783.13) 
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is  a  ])ai-t  of  petitioner's  accurnnlalcd  snri)liis  of 
$111,185.01.  If  tliat  amount  were  not  carried  as 
an  asset,  j)etitioner's  surplus  would  l)e  that  much 

less. 

^riie  respondent  contends  lliat  a  strong  factor  in 
support  of  his  determination  is  the  fact  tliat  ])eti- 
tioner  has  declared  or  paid  no  dividend,  as  such, 
since  tlie  fiscal  year  ended  June  30,  1938.  Our 
hohlin.u'  on  the  first  issue,  however,  mitip;ates  con- 
siderably the  force  of  this  contention.  Tuder  the 
first  issue  we  lield  tliat  the  total  amounts  paid  to 
l)etitioner's  oflicei's  as  honuses  during  the  taxal)le 
years  were  not  deductible  by  petitioner  as  ordinary 
and  necessary  expenses  in  the  form  of  compensa- 
tion but  were  in  the  nature  of  dividend  distributions 
on  stock.'^  We  think  under  all  the  circumstances 
these  amounts  must  be  treated  as  dividends.  There- 
fore, it  is  not  correct  to  consider  this  proceeding  as 
one  in  whicli  no  dividends  were  ])aid. 

We,    therefore,    sustain    the    ])etitioner    on    this 

issue. 

Decision  will  be  entered  under  Rule  50. 
Entered  May  29,  1947.    [47] 


^See  section  19.23  (a)-7  of  Treasury  Hegula'ions 
103,  which  among  other  things  provides:  "Thus, 
in  the  case  of  excessive^  })ayments  by  cor])orations, 
if  such  payments  cori-espond  or  bear  a  close  rela- 
tionshi]>  to  stock  holdings,  and  are  found  to  be  a 
distribution  of  earnings  or  profits,  the  excessive 
payments  will  be  treated  as  a  dividend."     [4(3] 
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[Title  of  Tax  Court  and  Cause.] 

MOTION  TO  VACATE  AND  SET  ASIDE  THE 
MEMORANDUM  FINDINGS  OF  FACT 
AND  OPINION 

Conies  now  the  petitioner,  Kennedy  Name  Plate 
Company,  by  Preston  D.  Orem  and  C.  Earle  Mem- 
ory, its  counsel,  and  moves  the  Tax  Court  of  the 
United  States  to  vacate  and  set  aside  its  decision 
and  memorandum  findings  of  fact  and  opinion 
dated  May  29,  1947,  and  in  support  of  said  motion 
states  as  follows: 

1.  That  the  Tax  Court  of  the  United  States  is 
an  agency  of  the  Grovernment  of  the  United  States 
within  the  meaning  of  Section  2  of  the  Adminis- 
trative Procedure  Act  (Chapter  324 — Public  Law 
404)  and  Eugene  Black,  Judge  of  the  Tax  Court  of 
the  United  States,  is  a  presiding  officer  of  that 
agency  within  the  meaning  of  Sections  7  and  8  of 
the  Administrative  Procedure  Act.  The  Lincoln 
Electric  Co.  vs.  Com.,  Sixth  Circuit  Court  of  A])- 
peals — decided  June  5,  1947. 

2.  That  on  June  12,  1946,  a  hearing  was  held 
in  Docket  No.  6695  at  Los  Angeles,  California, 
which  hearing  was  presided  over  by  said  Eugene 
Black,  Judge  of  the  Tax  Court  of  the  United 
States.     [48] 

3.  That  on  June  9,  1947,  petitioner,  through  its 
counsel,  received  a  copy  of  the  Memorandum  Find- 
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ings  of  i^iU'i  and  Oi)iiii{)ii  in  Docket  No.  (UiJif)  dated 
May  29,  1947,  by  United  States  mail  from  the  said 
Court. 

4.  That  said  Memorandnm  Findings  of  Fact  and 
Opinion  dated  May  29,  3947,  was  an  initial  decision 
of  the  said  Court  within  the  meaning  of  Section  8 
(A)  of  the  Administrative  Pi-ocedure  Act,  but  was 
served  on  petitioner  without  notice  and  without 
giving  petitioner  a  reasonable  time  to  submit  its 
objections  and  exceptions  to  said  initial  decision 
together  with  its  reasons  in  support  of  said  objec- 
tions and  exceptions,  pursuant  to  Section  8  (B)  of 
tlie  Administrative  Procedure  Act. 

Wherefore  petitioner  prays: 

(1)  That  the  Memorandum  Findings  of  Fact, 
heretofore  entered  herein  dated  Maj'  29,  1947,  be 
withdrawn. 

(2)  That  petitioner  be  granted  a  reasonable  time 
to  tile  its  objections  and  exceptions  to  the  proposed 
tindings  of  fact  and  opinion,  pursuant  to  the  Ad- 
ministrative Procedure  Act. 

Dated:     June  18,  1947. 

/s/  PRESTON  1).  OREM, 

C.  EARLE  MEMORY,  C.P.A. 
Counsel  for  petitioner. 

Received  and  filed  June  20,  1947.     [49] 
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•[Title  of  Tax  Court  aud  Cause.] 

ORDER    DENYING    MOTION     TO    VACATE 
AND  SET  ASIDE  MEMORANDUM  FIND- 
INGS OF  FACT  AND  OPINION  HERETO- 
FORE ENTERED 
On  May  29,  1947,  we  entered  Memorandum  Find- 
ings of  Pact  and  Opinion  in  this  proceeding.     On 
June  20,  1947,  petitioner  filed  a  motion  to  vacate 
and  set  aside  the  Memorandum  Findings  of  Fact 
and  Opinion  which  had  been  entered  on  said  date. 
The  motion  has  been  carefully  read  and  considered 
and  it  is  believed  that  it  should  be  denied. 

Ordered  that  said  motion  be   and  it  is  hereby 
denied. 

/s/  EUGENE  BLACK, 
Judge. 
Dated  at  Washington,  D.  C,  July  14,  1947. 
Served:  July  15,  1947.    [50] 


The  Tax  Court  of  the  United  States 

Washington 

Docket  No.  6695 

KENNEDY  NAMEPLATE  COMPANY, 

Petitioner, 
vs. 
COMMISSIONER  OF  INTERNAL  REVENUE, 

Respondent. 

DECISION 
Pursuant  to  the  determination  of  the  Court  as 
set  forth  in  its  Memorandum  Findings  of  Fact  and 
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O I  (ill  ion  (Mile  led  May  29,  1947,  tbe  respondent 
luMviii  filed  a  projjosed  reeompntation  on  July  0, 
Tf)47,  to  which  petitioner  filed  its  acquiescence  July 
2f),  1947,  now,  therefore,  it  is 

Order-ed  and  Decided,  that  there  are  deficiencies 
in  inconui  tax  for  tlie  taxable  years  ended  June  30, 

1941  and  June  30,  1942  in  the  respective  amounts 
of  $2,083.19  and  $1,413.68;  there  are  deficiencies  in 
declared  value  excess-profits  tax  for  the  taxable 
years  ended  June  :](),  1941  and  June  30,  1942  in  the 
respective  amounts  of  $1,320.01  and  $1,320.00;  and 
there  are  deficiencies  in  excess  profits  tax  for  the 
taxable  years  ended   June  30,  1941  and  June  30, 

1942  in  the  respective  amounts  of  $2,023.31  and 
$4,1 19.75. 

/s/  EUGENE  BLACK, 
Judge. 
Entered :     July  30,  1947. 
Served:     July  30,  1947.     [51] 


In  the  United  States  Court  of  Appeals 

For  the  Nintli  (^ircuit 

Tax  Court  Docket  No.  6695 

KENNEDY  NAME  PLATE  COMPANY, 

Petitioner, 
vs. 
COMMISSIONER  OF  INTERNxVL  REVENUE, 

Respondent. 

PETITION  FOR  REVIEW 

Kennedy   Name   Plate   v  oinpany,   the   petitioner 
herein,  l)y  Preston  1).  Ovem,  counsel,  hereby  files 
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its  petition  for  a  review  by  the  United  States  Court 
of  Appeals  for  the  Ninth  Circuit  of  the  decision 
by  The  Tax  Court  of  the  United  States  entered  oii 
July  30,  1947,  under  Rule  50  of  said  Tax  Court, 
subsequent  to  the  entry  of  Memorandum  Finding's 
of  Fact  and  Opinion  entered  May  29,  1947,  deter- 
mining deficiencies  in  the  petitioner's  income  tax 
for  the  taxable  years  ended  June  30,  1941  and 
June  30,  1942  in  the  respective  amomits  of  $2,083.19 
and  $1,413.68;  deficiencies  in  declared  value  excess- 
profits  tax  for  the  taxable  years  ended  June  30, 
1941  and  June  30,  1942  in  the  respective  amounts 
of  $1,320.01  and  $1,320.00 ;  and  deficiencies  in  excess 
profits  tax  for  the  taxable  years  ended  June  30, 
1941  and  June  30,  1942  in  the  respective  amounts 
of  $2,023.31  and  $4,119.75. 

I. 

The  petitioner,  Kennedy  Name  Plate  Company, 
is  a  corporation  duly  organized  and  existing  under 
and  by  virtue  of  the  laws  of  the  State  of  California, 
with  its  principal  office  in  Los  Angeles,  [52]  Cali- 
fornia. 

Petitioner's  income  tax,  declared  value  excess- 
profits  tax  and  excess  profits  tax  returns  for  the  tax- 
able years  ended  June  30,  1941,  and  June  30,  1942, 
in  respect  of  which  the  deficiencies  arise,  were  filed 
with  the  Collector  of  Internal  Revenue  for  the  Sixth 
California  District  in  Los  Angeles,  California,  which 
is  located  within  the  Circuit  of  the  United  States 
Court  of  Appeals  for  the  Ninth  Circuit. 
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II. 

Nature  of  the  Controversy 

The  controversy  involves  the  proper  determina- 
tion of  the  petitioner's  linhility  for  federal  income 
taxes,  declared  value  excess-pi'ofits  taxes,  and  excess 
profits  taxes  for  the  taxable  years  ended  June  30, 
1941,  and  June  30,  1942. 

In  its  income  and  excess  profits  tax  returns  for 
the  years  ended  June  30,  1941,  and  June  30,  1942, 
petitioner  deducted  under  Section  23(a)(1)(A)  of 
the  Internal  Revenue  Code  as  '*a  reasonable  allow- 
ance for  salaries  or  other  compensation  for  per- 
sonal services  actually  rendered."  All  of  the 
amounts  paid  to  Jose])h  W.  Hayek,  president  and 
director  of  petitioner,  and  William  James  Kennedy, 
secretary-treasurer  and  director  of  petitioner,  for 
the  said  two  taxable  years,  as  follows: 

Taxable  Year  Taxable  Year 

ended  ended 

June  30.  1941  June  30,  1942 

Joseph  W.  Hayek : 

Salary    $12,000.00  $12,000.00 

Bonus    5.000.00  5.000.00 

Scrap  proceeds 936.58  858.18 

Total    $17,936.58  $17,858.18 

William  .James  Kennedy: 

Salary    $12,000.00  $12,000.00 

Bonus    5,000.00  5,000.00 

Scrap  proceeds 936.58  858.18 

Total    $17,936.58  $17,858.18 

Total— Both  Officers  $35,873.16  $35,716.36 
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The  respondent  allowed  oidy  tlie  salaries  above 
given  ($12,000.00  to  each  officer  for  each  year)  as 
a  deduction  under  the  Internal  Revenue  Code  sec- 
tion previously  mentioned.  The  Tax  Court  has 
allowed  as  a  deduction  the  salaries  and  scrap  pro- 
ceeds and  has  disallowed  as  a  deduction  the  bonuses 
($5,000.00  to  each  officer  for  each  year). 

The  disallowance  of  the  bonuses  to  the  two  officers 
is  the  only  item  in  issue,  being  wholl}^  responsible 
for  the  determination  of  the  deficiencies,  as  afore- 
said, by  The  Tax  Court  of  the  United  States. 

III. 

Petitioner,  being  aggrieved  by  the  findings  of  fact 
and  conclusions  of  law  contained  in  the  said  find- 
ings and  opinion  of  the  Court,  and  by  its  decision 
entered  pursuant  thereto,  desires  to  obtain  a  re^-iew 
thereof  by  the  United  States  Court  of  Apjjeals  for 
the  Ninth  Circuit. 

IV. 

Assignments  of  Error 

The  petitioner  assigns  as  error  the  following  acts 
and  omissions  of  The  Tax  Court  of  the  United 
States : 

(1)  The  failure  to  allow  as  a  deduction  under 
section  23  (a)  (1)  (A)  Internal  Revenue  Code,  as 
reasonable  compensation  for  services  rendered  by 
its  two  officers  any  amomit  in  excess  of  the  regu- 
lar salaries  paid  each  year  in  the  total  amount  of 
$24,000.00  plus  proceeds  from  the  scrap  sales. 

(2)  The  holding  that  the  payment  of  the  bonuses 
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to  (lie  two  otticci's  ill  tlic  total  aiiiount  of  .^iO,00<).0<) 
for  each  year  were  in  the  nature  of  divideiul  •li'-- 
tributions  on  stock  and  not  deductible  by  petitioner 
as  ordinaiy  and  necessary  expenses  under  section 
23  (a)(1)(A)  of  the  Internal  Revenue  Code. 

(3)  The  finding  oC  deficiencies  for  the  taxable 
years  ended  June  30,  1941  [54]  and  June  30,  1942, 
in  lieu  of  a  determination  that  there  were  no  income 
taxes,  declared  value  excess-profits  taxes  and  excess 
profits  taxes  due  from  tlie  petitioner  for  the  two 
years  in  controversy, 

/s/  PRESTON  D.  OREM, 

Counsel  for  Petitioner. 

State  of  California, 
County  of  Los  Angeles — ss. 

Preston  D.  Oroni,  being  Hi'st  duly  sworn,  says 
that  he  is  comisel  of  record  in  the  above-named 
cause;  that  as  such  counsel  he  is  authoinzed  to 
verify  the  foregoing  petition  for  review;  that  he 
has  read  the  said  petition  and  is  familiar  with  the 
statements  contained  therein ;  and  that  ihe.  state- 
ments made  are  tiaie  to  the  best  of  his  "knowledge, 
ini'ormation   and   belief. 

/s/  PRESTON  D.  OREM. 

Subscribed  and  sworn  to  boiore  me  this  23rd  day 
of  October,  1947. 

[Seal]  ELSIE  HERZBERG. 

Notary  Public,  County  of  Los  Angeles,   State  of 
California. 

My  connnission  expires  Feb.  .7,  1950. 

Received  and  filed  Oct.  27,  1947.    l^'^^ 
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[Title  of  Court  and  Cause.] 

NOTICE    OF    FILING   PETITION 
FOR  REVIEW 

To    Cliarles   Oliphant,    Chief   Comisel,    Bureau    of 
Internal  Revenue,  Washington,  D,  C. : 

You  are  hereby  notified  that  the  petitioner  on 
the  27th  day  of  October,  1947,  filed  with  the  Clerk 
of  The  Tax  Court  of  the  United  States  at  Wash- 
ington, D.  C,  a  petition  for  review  by  the  United 
States  Court  of  Appeals  for  the  Ninth  Circuit  of 
the  decision  of  The  Tax  Court  of  the  United  States 
heretofore  rendered  in  the  above-entitled  cause.  A 
copy  of  the  petition  for  review  as  filed  is  hereto 
attached  and  served  upon  you. 

Dated  at  Los  Angeles,  California,  this  27th  day 
of  October,  1947. 

/s/  PRESTON  D.  OREM, 

Counsel   for  Petitioner. 

Personal  service  of  the  foregoing  notice,  together 
with  a  copy  of  the  petition  for  review  mentioned 
therein,  is  hereby  acknowledged  this  27th  day  of 
October,  1947. 

CHARLES  OLIPHANT, 

Chief  Counsel,  Bureau  of  In- 
ternal Revenue, 

Counsel  for  Respondent. 

Received  and  filed  Nov.  3,  1947. 
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The  ^rax  Coiii-t  of  tiic  ITiiitea  StateK 
Docket  No.  6695 

KENNEDY  NAME  PLATE  COMPANY, 

Potitioiior, 
vs. 

COMMISSIONER  OF  INTERNAL  REVENUE, 

Respondent. 

EXCERPTS    FROM    TRANSCRIPT 
OF  HEARING 

At  Los  Angeles,  California,  Jmie   12,  J  946 

(Oral  Testimony  Included  in  Petitioner's 
Designation  on  Appeal) 

Filed  July  1,  1946. 


(Met  pursuant  to  notice.) 

Before:     Hon.  Eugene  Black, 
Judge. 

Aj)pearances : 

Preston  D.  Orem,  Esq.,  416  West  Eighth  Street, 
Los  Angeles,  California,  appearing  on  behalf  of 
Kennedy  Nameplate  Company,  Petitionei-. 

E.  A.  Tonjes,  Esq.,  (Honorable  J.  P.  Wenchel, 
Chief  Counsel,  Bureau  of  Internal  Revenue),  ap- 
pearing on  behalf  of  the  Conunissioner  of  Internal 
Revenue. 

Proceedings 

The  Clerk :     6695,  Kennedy  Nameplate  Company. 
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The  Court:  Note  the  appearances  for  the  Peti- 
tioner and  Respondent  in  this  case. 

Mr.  Orem:  Appearing  for  the  Petitioner  is 
Preston  D.  Orem,  Esquire,  and  C.  Earle  Memory, 
C.  P.  A. 

Mr.  Tonjes:     E.  A.  Tonjes  for  the  Respondent. 

The  Court:  Very  well.  Mr.  Orem,  you  may 
state  the  issues  in  this  case. 

Opening  Statement  on  Behalf  of  the  Petitioner 
(By  Mr.  Orem) 

Mr.  Orem:  If  your  Honor  please,  this  case  in- 
volves two  issues,  the  reasonableness  of  the  com- 
pensation of  two  officers  of  the  Petitioner  in  the 
years  ended  June  30,  1941  and  June  80,  19'12,  and 
for  those  same  years  Section  102,  involving  surtax 
on  corporation's  allegedly  accumulating  surplus  ]:)e- 
yond  the  needs  of  the  business,  instead  of  declaring 
dividends. 

Those  are  the  two  issues.  Iliis  Petitioner  is  v.ot 
a  "war  baby".  It  and  its  predecessors  have  })een 
continuously  in  existence  since  the  year  1917,  whon 
Mr.  Joseph  Hayek,  who  was  president  of  the  Peti- 
tioner, former  the  Hayek  Nameplate  Company  in 
Minneapolis,  Mimiesota. 

In  1921  Mr.  James  W.  Fvenned.y,  who  is  secre- 
tary and  treasurer  of  the  Petitioner,  purchased  tlie 
assets  of  that  [60]  original  business,  of  which  Mr. 
Hayek  was  prmcipal  stockholder. 

Mr.  Kennedy  then  immediately  moved  the  busi- 
ness  to   Los  Angeles.     He   formed   a    partnership 
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with  bis  luicle  here,  which  laKted  a  long  time,  then 
Mv.  Hayek  came  out  here  and  bought  out  Mr. 
Kennedy's  uncle  and  became  an  equal  pai'tner  with 
Mr.  Kennedy  in  the  Kennedy  Nameplate  '-  ompany, 
then  a  })artnership,  each  owning  50  per  cent. 

In  August  1923  the  assets  of  the  corporation  were 
acquired  by  a  new  California  corportion,  the  Ken- 
nedy Nameplate  Company,  in  exchange  for  $25,- 
000.00  in  stock  of  the  new  corporation.  By  the 
way,  there  have  been  no  issues  since  that  original 
initial  one,  and  that  stands  unchanged. 

Mr.  Hayek  acquired  50  per  cent  of  the  stock  and 
became  president  and  production  manager  of  the 
company  and  has  so  continued  to  the  present  time. 
Mr.  Kennedy  acquired  50  per  cent  of  the  stock 
and  became  secretary  and  treasuier  and  in  charge 
of  all  departments  except  production  and  has  so 
continued  to  the  present  time. 

The  words  "Nameplate  Company"  are  to  some 
extent  a  misnomer,  because  the  business  of  the 
corporation  includes  a  great  many  items  which 
cannot  be  termed  nameplates. 

The  salaries  drawn  l)y  the  officers,  Messrs.  Hayek 
and  Kennedy,  up  to  the  year  ending  in  1940  wei-e 
very  moderate.  The  salaries  for  the  fiscal  years 
ended  in  1937,  38  and  39  were  [61]  $7500.00  each, 
and  for  1940  $12,000.00  each.  These  later  salaries 
were  continued  for  the  years  1941  and  1942,  })ut 
in  these  later  years  the  two  officers  also  drew  n 
bonus  of  $5,000.00  each  for  each  year,  which  have 
been  disallowed  l)y  the  Commissioner  as  exceeding 
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a  reasonable  allowance  for  services  rendered  imder 
section  23  of  the  Code. 

The  Commission  has  also  added  to  income  for 
the  year  1941  the  sum  of  $1,873.16.  That  was  from 
proceeds  of  the  sale  of  scrap.  They  had  a  large 
accumulation  of  scrap  in  the  pile.  That  pile  of 
scrap  was  sold  and  the  proceeds  were  retained  by 
the  new  officers,  in  the  amount  of  $936.58  each,  and 
reported  as  income  in  their  returns  but  not  in  the 
tax  return  of  this  company. 

For  the  period  ending  June  30,  1942,  the  sum 
of  $1,716.36  was  realized  from  the  sale  of  the  scrap 
and  the  proceeds  were  retained  by  the  two  officers, 
in  the  amoimt  of  $858.18  each.  These  sales  of  scrap 
were  not  recorded  upon  the  Petitioner's  books,  but 
were  picked  up  on  the  individual  tax  returns  of 
the  two  officers  and  their  respective  wives  as  sales 
of  scrap. 

And  the  Commissioner  has  also  proposed  a  surtax 
under  the  provisions  of  Section  102,  as  previously 
stated,  and  the  foregoing  are  the  issues  in  the  case. 

Petitioner  will,  in  the  course  of  its  testimony, 
offer  a  showing  of  the  backgromid  and  experience  of 
officers  [62]  of  the  company,  their  services  to  the 
Petitioner,  duties,  the  hours  worked,  standing  in 
the  industry,  the  fact  that  they  have  devised  new 
products,  new  methods  of  manufacture,  techniques, 
et  cetera. 

Petitioner  will  also  offer  the  testimony  of  expert 
witnesses  capable  of  forming  an  opinion,  opmions 
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with  respect  to  the  reasonableness  of  the  eoni]^en- 
sation  of  the  two  officers. 

Petitioner's  case  under  Section  102  will  require 
detailed  testimony  l)y  those  officers  in  which  we 
will  show  tliat  it  was  necessary  for  the  cor])Oiation 
to  retain  all  of  its  surplus  as  working  capital  for 
the  reasonaljle  future  needs  of  the  business,  such 
as  additions  to  its  plant,  machinery  and  equip- 
ment, reserves  for  losses  from  reconversion,  re- 
placements, et  cetera. 

I  think  that  is  a  brief  statement  of  the  case  for 
Petitioner. 

The  Court:  Very  well.  Mr.  Tonjes,  do  you  have 
any  statement "? 

Opening  Statement  on  Behalf  of  the  Respondent 
(By  Mr.  Tonjes) 

Mr.  Tonjes:  I  do  not  think  I  need  to  make  a 
lengthy  statement,  your  Honor.  The  issues  are 
clear.  The  Respondent  contends  that  the  com- 
pensation of  officers  allowed  by  him  in  the  notice 
of  deficiency  were  reasonable  for  the  ser\T.ces  [63] 
rendered  by  those  officers,  and  on  the  question  with 
regard  to  the  imposition  of  the  tax  under  Section 
102  Respondent  believes  the  evidence  will  show 
that  the  accmiiulation  of  earnings  or  profits  far 
exceed  the  reasonable  needs  of  the  business,  taking 
into  consideration  those  things  which  should  reason- 
ably be  anticipated. 

The  Court :  Very  well.  We  are  ready  to  receive 
the  evidence  now  ui  the  case.  [64] 
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Whereupon, 

WILLIAM    JAMES    KENNEDY 
called  as  a  witness  for  and  on  behalf  of  the  Peti- 
tioner, having  been  fli-st  duly  sworn,  was  examined 
and  testified  as  follows: 

Direct  Examination 
By  Mi\  Orem: 

Q.  I  show  you  here,  Mr.  Kemiedy^ — state  your 
full  name,  please. 

A.     William  James  Kennedy. 

Q.  What  is  your  position  with  the  Kennedy 
Nameplate  Company? 

A.     Secretary  and  treasurer. 

Q.  Did  you  hold  office  duiing  the  years  1940, 
1941  and  1942?  A.     I  did. 

Q.  I  show  you  what  purports  to  be  the  original 
minutes  of  the  company  at  a  meeting  held  April 
30,  1940,  containing  the  signatures  of  the  directors 
and  officers.     Can  you  identify  that  document? 

A.     Yes,  I  can. 

Q.  Is  that  a  true  and  correct  copy  of  the  minutes 
of  that  date  ?  A.     Yes.  [65] 

Q.  I  show  you  what  puiports  to  be  a  copy  of 
the  minutes  of  a  regular  meeting  of  the  board  of 
directors  of  Jrnie  11,  1941.  Is  that  a  true  and  cor- 
rect copy  of  the  minutes  for  that  date  ? 

A.     It  is. 

Mr.  Orem:  These  are  offered  by  the  Petitioner 
as  exhibits. 

Mr,  Tonjes:     There  is  no  olijcction. 
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The  Court:  They  will  be  received  in  evidence 
as  Petitioner's  Exliibits  7  and  8. 

(The  minutes  of  the  meeting  referred  to 
were  marked  and  received  in  evidence  as  Peti- 
tioner's Exhibits  Nos.  7  and  8.) 

Q.  (By  Mr.  Orem)  :  Now,  you  are  familiar, 
are  you  not,  with  the  by-laws  of  the  Kemiody  Name- 
plate  Company? 

A.     To  a  considerable  extent,  yes. 

Q.  And  they  were  first  adopted  by  the  company, 
were  they  not,  in  1923,  when  it  was  incor])orated'? 

A.     They  were. 

Q.     Have  they  ever  been  amended  since  ? 

A.     Never. 

Q.  Will  you  examine  this  document  and  see  if 
those  are  time  and  correct  copies  of  certain  excerptn 
from  the  by-laws? 

A.  To  the  best  of  my  knowledge  and  belief,  [GG] 
it  is. 

Q.  I  will  read  this  Article  5,  Section  2,  "Powei-s 
of  Directors  requiring  fixing  compensation  of  offi- 
cers, agents  and  employees  of  the  corporation  and 
requiring  from  them  security  for  faithful  service." 
Is  that  the  only  provision  in  the  by-laws  relating 
to  the  fixing  of  the  compensation  of  officers  ? 

A.  To  my  knowledge.  That  is  the  only  part 
that  I  know  of. 

Q.  I  will  read  Article  6,  on  the  duties  of 
directors:  "To  declare  dividends  out  of  the  sur- 
plus profits  when  such  profits  shall,  in  the  opinion 
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(Testimony  of  William  James  Kennedy.) 
of  the  directors,  warrant  the  same,  to  accumulate 
profits  and  reinvest  them  in  such  mamier  as  the 
directors   may   deem   proper."     Is   that,    to   your 

knowledge 

A.     That  is  to  my  knowledge. 
Mr.   Orem:     I  offer  that  as  an  exhibit  for  the 
Petitioner. 

Mr.  Tonjes:     No  objection. 

The  Court:  Petitioner's  Exhibit  No.  9  is  re- 
ceived. 

(The  excerpts  from  by-laws  referred  to  were 
marked  and  received  in  evidence  as  Petitioner's 
Exhibit  9.) 

Q.  (By  Mr.  Orem)  :  Mr.  Keimedy,  how  long 
have  you  continuously  held  the  office  of  secretary 
and  treasurer  of  the  Kennedy  Name  j^late  Com- 
pany? [67] 

A.    About  23,  since  August  1923. 

Q.  That  was  at  the  time  the  company  was 
formed?  A.     That  is  correct. 

Q.  Have  you  also  been  continuously  a  director 
of  the  company  from  1923  to  date  ?  A.     T  have. 

Q.  When  was  the  Kennedy  Nameplate  Com- 
pany incorporated  under  the  laws  of  what  state? 

A.     The  State  of  California,  August  19,  1923. 

Q.  Then,  from  the  time  1923  down  to  the  pres- 
ent date  did  you  devote  any  part  of  your  time  to 
any  business  other  than  the  Kennedy  Nameplate 
Company  ?  A.     Never. 

Q.     Now,  will  you  state  the  extent  of  your  tech- 
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nical  education  prior  to  entering  into  business  life  ? 

A.  Well,  my  technical  education  was  probably 
not  particularly  teclinical  in  the  sense  that  the 
phrase  implies.  I  went  to  business  college  for  three 
years  after  I  graduated  from  high  school,  and  com- 
pleted two  courses  with  the  International  Corre- 
spondence School  and  took  one  year  tuition  in 
Spanish  and  commerce  and  other  miscellaneous 
studies. 

Q.  Did  you  engage  in  any  post  graduate  work 
at  the  Southern  California  University'? 

A.    I  did. 

Q.     How  many  years?  [68] 

A.     About  six  years. 

Q.     What  did  you  study  there? 

A.  Advertising  and  selling,  business  manage- 
ment, various  things  connected  with  my  particular 
duties. 

Q.     During  what  years  was  that,  approximately  ? 

A.  That  was  from  on  or  about  1926  up  to  1934 
or  1935. 

Q.  Were  you  a  director  of  any  college  at  any 
time  ? 

A.  I  was  a  director  of  University  College,  which 
was  the  extension  division  of  S.  C,  for  two  yeai-s. 

Q.     What  years? 

A.     That,  I  believe,  was  1931  to  1933. 

Q.  Prior  to  your  connection  with  the  Kennedy 
Nameplate  Company,  what  position  did  you  hold? 

A.  I  was  a — well,  do  you  mean  just  innnedi- 
ately  prior? 
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Q.  Well,  starting  right  from  the  begimiing — 
I  will  see  if  I  can  save  time  by  asking  you  whether 
you  were  ever  connected  with  Marshall  Field  and 
Company'?  A.     I  was. 

Q.     Was   that   1912   to   1914?  A.     Correct. 

Q.  And  from  1914  to  1915  were  you  assistant 
to  the  vice-president  of  Wilson  &  Company? 

A.     I  was,  then  known  as  Sulzberger  &  Sons. 

Q.  And  during  the  years  1915  and  1917  were 
you  an  executive  of  Stewart  Mfg.  Co.  of  Chicago? 

A.     I  was  an  executive  for  part  of  the  time. 

Q.  You  were  employed  with  them  during  those 
years  how  ? 

A.  Particularly  with  the  Stewart  Manufactui-ing 
Division  of  Stewart- Warner. 

Q.  Did  you  become  connected  in  1917  with  the 
National  Products  Company  of  New  York  City? 

A.     Yes,  sir,  I  was. 

Q.     What  was  your  position  with  them? 

A.  I  was  office  manager  of  the  New  York  office 
and  in  charge  of  the  agency  operated  for  South 
America  and  all  the  duties  of  the  office. 

Q.     Were  you  purchasing  agent  at  any  time? 

A.  Subsequently  purchasing  agents  worked  under 
me.     I  did  purchasing  agent  work  ui  New  York. 

Q.  Did  you  have  anything  to  do  with  sales  of 
by-products  ? 

A.  Yes,  I  took  complete  charge  of  the  sales  of 
all  by-products. 

Q.     Everything  for  South  America? 

A.     Yes. 
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Q.     What  was  the  name  of  the  company  down 

there  ? 

A.     The  name  of  the  company,  we  operated  two 

South    American    companies,    one    was    known    as 

Compania    Central    de   Productos,    and    the    other 

company  Compania  Internacional  de  Productos. 
Q.     In  what  places  did  they  operate  ?  [70] 
A.     Paraguay,    Argentine,    part    of    Brazil    and 

part  of  Uruguay. 

Q.     What  was  your  position  down  there? 

A.     My  position  down  there  was  one  of  managing 

the  concern. 

Q.     You  were  an  executive  then? 
A.     I  was  executive  of  the  South  American  com- 
panies. 

Q.  From  at  least  1916  on  you  were  an  rxocutive 
of  those  various  companies. 

A.  Yes.  In  South  America  I  had  more  of  a 
manager  position  than  I  had  in  New  York. 

Q.  You  were,  as  a  matter  of  fact,  managing 
the  business? 

A.  I  managed  several  departments.  I  had 
charge  of  all  of  their  sales,  which  included  their 
almacens,  then  I  did  purchasing  in  comiection  with 
the  purchasing  office  in  New  York  for  the  com- 
panies down  there,  and  sales  of  all  by-products, 
which  meant  the  bones,  hides,  import  aiid  export. 
I  also  had  charge  of  all  relations  with  tlie  gov- 
ernment. 

Q.    And  that  was  down  to  the  end  of  1921  ? 
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A.  I  resigned  about  the  1st  of  March,  I  think, 
of  1921. 

Q.  Did  you  then  engage  in  the  nameplate 
business  ? 

A.  I  came  to  the  United  States,  returned  to 
the  United  States  in  March,  1921,  and  got  into 
the  nameplate  business  about  June  of  that  same 
year. 

Q.  At  that  time  you  purchased,  did  you  not, 
the  Hayek  Nameplate  Company?  [71] 

A.     I  did. 

Q.  Hayek  Nameplate  and  Novelty  Company 
of  JMinneapolis. 

A.  My  uncle  and  myself  purchased  that  com- 
pany. 

Q.  You  became  acquainted  with  Mr.  Joseph 
Hayek  at  that  time,  did  you  not?  A.     I  did. 

Q.     He  was  principal  owner  of  that  company? 

A.     As  far  as  I  knew  he  was. 

Q.     Did  you  move  that  business  to  Los  Angeles? 

A.    We  did. 

Q.     Immediately  after  you  purchased? 

A.  As  soon  as  we  could  load  it  up  and  put  it 
on  a  train. 

Q.  From  1921  to  1923  you  operated  here  as  the 
Kennedy  Nameplate  Company,  a  partnership,  did 
you  not? 

A.     Yes,  sir,  a  fictitious  trade  name. 

Q.  Then  Mr.  Joseph  Hayek  came  out  and  pur- 
chased your  uncle's  half  interest  in  the  firm? 

A.     Yes,  sir,  and  this  uncle  of  mine  was  a  wealthy 
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man  and  rather  old  and  he  didn't  want  it  particu- 
larly and  was  willing-  to  sell  out  because  the  business 
was  not  doing  so  very  good  at  that  time. 

Q.  Immediately  before  you  went  in  the  name- 
plate  business,  which  was  in  June  1921,  during 
the  last  full  year  that  you  were  employed  then, 
which  would  be  the  year  1920,  what  were  [72]  your 
aimual  earning-s? 

A.     From  the  company  aromid  $8000.00  a  yeor. 

Q.  Did  you  have  other  allowances  that  increased 
this? 

A.  I  had  a  traveling  allowance  of  various  kinds, 
and  then,  of  course,  they  took  care  of  my  living 
expenses  for  several  months  of  the  year.  I  traveled 
a  great  deal. 

Q.  At  the  time  you  purchased  the  Hayek  Name- 
plate  and  Novelty  Company  in  Minneapolis,  did 
you  have  some  salary  offers  from  other  companies 
about  that  time?  A.     Well,   previously. 

Q.  From  what  company  did  you  have  those  sal- 
ary offers? 

A.  I  was  offered  a  salary  of  $10,000.00  a  year 
from  a  Japanese  firm  in  Japan,  then  I  had  an  offer 
from  a  Brazilian  steamship  company,  also  the 
Johnson  Steamship  Company,  a  salary  of  $25,- 
000.00  a  year  there. 

Q.  Did  you  also  have  an  offer  from  a  canning 
company  in  Indiana? 

A.  In  Indiana  they  wanted  me  to  take  over  a 
factory  making  pasta  for  Italians,  that  is  tomato 
sauce. 
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Q.  Just  what  were  you  to  get  paid  for  that 
work  f 

A.  They  wanted  me  to  take  over  the  factory, 
and  talking  about  this  job  in  South  America  for 
the  steamship  company  there  in  Brazil,  I  just  didn't 
like  South  America  or  I  would  have  taken  it. 

Q.  Now,  coming  down  to  the  years  ended  June 
30,  1941,  [73]  and  June  30,  1942,  which  are  the 
yc^avs  in  question  here,  state  what  your  duties  were 
with  the  Kennedy  Nameplate  Company;  you  were 
secretary,  treasurer  and  director.  Just  what  were 
-your  general  duties'? 

A.  I  have  complete  charge  of  all  sales,  adver- 
tising, all  of  the  business,  all  the  various  parts  of 
the  busmess  not  connected  with  production. 

Q.  Did  you  have  anything  to  do  with  the  pricing 
of  the  goods'? 

A.     Oh,  yes,  I  figured  the  prices. 

Q.     How    about    the    employment    of    technical 

persomiel  f 

A.  I  employed  some  technical  personnel  and 
Mr.  Hayek  employed  others. 

Q.  How  about  collections,  did  you  handle  col- 
lections? A.     Oh,  yes. 

Q.     And  purchases'? 

A.     And  purchases  under  my  supervision  by  Mr. 

Koelling. 

Q.     Did  you  also  purchase? 

A.  Oh,  yes,  I  did  a  great  part  of  the  work, 
because  I  did  most  of  the  contact  work  with  hiui. 

Q.     Was  it  part  ol  your  duties  to  keep  in  con- 
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stant   touch   with   new   teclmological   developments 

and  processes'?  A.     It  was. 

Q.  In  other  words,  you  might  sum  it  up  hy  say- 
ing you  ran  the  Ijusiness  entirely  otlier  than  actual 
production  that  [74]  Mr.  Hayek  was  in  charge  of  ? 

A.  Yes,  I  believe  that  would  be  pretty  near 
right. 

Q.     In  other  words,  it  was  a  two-man  affair? 

A.     Right. 

Q.  During  the  years  ended  June  30,  1941  and 
June  30,  1942,  what  were  the  approximate  hours 
per  day  that  you  worked  for  the  Kennedy  Name- 
plate  Company  and  how  many  days  a  week? 

A.  I  worked  five  and  a  half  days  a  week,  that 
is,  the  business  was  open  five  and  a  half  days  a 
week,  I  believe  that  was  when  the  Wage  and  Hoi^r 
law  came  into  effect  at  that  time,  which  I  tlji^ik 
set  the  hours. 

Q.     Well,  were  you  confined  to  tho«e  hours? 

A.     Oh,  no. 

Q.     Wliat  hours  did  you  personally  work  ? 

A.  Well,  I  guess  that  I  worked  most  of  the 
time,  because  even  my  spare  time  was  largely  de- 
voted to  the  business. 

Q.     What  were  the  approximate  hours  jjer  week  ? 

A.     I  would  say  eight  to  ten  hours  a  day. 

Q.     That  is  during  the  years  1941  and  1942  ? 

A.     Yes,  I  would  think  so. 

Q.     And  does  that  include  Saturday? 

A.  Yes,  I  very  frequently  worked  on  Satur- 
days, my  Saturdays  were  frequently  devoted  to  the 
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Q.  Can  you  tell  just  generally,  without  divulging 
any  trade  secrets,  just  generally,  what  was  the 
nature  of  those  processes? 

A.  Well,  they  are  better  formulas  used  in  etch- 
ing, different  processes  for  prei3aring  the  metal  for 
etching,  and  different  methods  of  etching  out  the 
metal  so  prepared,  and  different  methods  of  fin- 
ishing. 

Q.  Then  later  on  in  the  years  1935  and  1939, 
did  you  enlarge  the  photo  engraving  department? 

A.     Yes,  we  did. 

Q.    Did  you  manufacture  decalcomania  transfers  ? 

A.     We  did. 

Q.  When  did  you  first  commence  the  manufac- 
ture of  such  transfers,  approximately? 

A.  I  believe  about  1936  or  '37,  around  in  there. 
I  don't  have  that  in  my  mind. 

Q.  And  that  also  required  purchasing  new 
equipment,  did  it  not? 

A.     Right.    It  is  an  entirely  different  product. 

Q.     Do  you  make  plastic  nameplates? 

A.     We  do. 

Q.     When  did  you  start  such  manufacture? 

A.  ¥/e  commenced  to  manufacture  plastic  ma- 
terial nameplates  during  the  war  when  metals  be- 
came scarce. 

Q.  In  other  words,  because  of  the  war  demand 
for  metals,  you  had  to  substitute  plastic? 

A.     That  is  correct. 

Q.     You  used  fibre,   did  you  not? 

A.     We  used  fibre  and  different  plastics. 
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Q.  That  made  a  very  great  cjiange  it  the  proc- 
esses, did  it  nof? 

A.  That  just  about  turned  the  nameplate  busi- 
ness  upside   down   in   30   days. 

Q.  Has  your  work  in  plastics  ever  been 
recognized  by  any  authorities'? 

A,  Yes.  We  devised,  I  believe,  a  plastic  which 
was  satisfactory  and  found  to  be  the  most  suitable 
nameplate  plastic  that  was  devised.  In  fact,  it 
is  used  by  other  companies. 

Q.  Did  you  get  recognition  of  that  by  the  gov- 
ernment or  otherwise? 

A.  We  got  a  number  of  citations  from  some  of 
the  aircraft  companies.  We  had  a  lot  of  trouble 
in  the  trade  with  [79]  all  those  citations,  so  we 
didn't  really  take  them  too  seriously  when  they 
gave  them  out,  although  we  have  them  in  our 
office. 

Q.  Did  you  manufacture  scales,  dials  and  in- 
struction and  designation  plates?  A.     We  did. 

Q.     When  did  you  start  such  manufacture? 

A.  There  always  was  a  certain  amount  of  scales 
and  dials  tied  in  with  the  nameplates.  Tlie  aircraft 
business  was  one  of  the  main  developments  in  sucli. 

Q.  In  other  words,  that  ty]>e  of  business  was 
enormously  increased,   was  it  not? 

A.     That  is  right. 

Q.  And  the  regular  nameplate  business  was  very 
greatly  decreased? 

A.     I  have  some  samples  of  our  scales-^ — 

Mr.    Tonjes:     I   might   suggest,   your    Honor,    I 
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haven't  made  any  objection  but  I  might  suggest 
that  counsel  is  going  pretty  far  in  leading  the 
witness,  and  I  would  suggest  he  ask  questions  in- 
stead of  making  a  statement  and  having  the  witness 
say  yes  or  no. 

Mr.  Orem:     It  is  leading,  but  just  to  save  time, 
that  is  the  only  purpose  for  some  of  these  things. 

Mr.  Tonjes :  Yes,  but  it  is  going  a  little  far,  coun- 
sel, the  only  objection  I  have.  [80] 

Q.  (By  Mr.  Orem) :  Have  you  a  scale  of  your 
manufacture  with  you?  A.     I  have. 

Q.     Can  you  show  that  scale  to  us"? 

A.     I   can.    We  will   take   that  first   one   there, 

then, 

Mr.  Orem :  I  will  state  the  purpose  of  this  wit- 
ness is  to  show  the  Court  just  what  kind  of  business 
the  Petitioners  are  engaged  in,  which  is  far  from 
nameplates.    I  mean  that  covers  only  a  part  of  it. 

The  Witness:  This  is  a  scale  which  combines 
metal  and  plastics  together.  It  is  a  bomb  chart 
used  on  the  B-24.  This  works  like  a  slide  rule.  It 
has  a  place  here  to  show  how  the  different  bombs 
are  to  be  located  in  the  regular  stations.  For  ex- 
ample, there  is  a  500  pound  bomb,  shows  the  situa- 
tion over  here,  and  shows  the  purpose  of  that  bomb 
here,  the  A.N.  number,  that  is  the  Army-Navy  num- 
ber, the  actual  weight  of  the  bomb,  and  on  this 
side  it  shows  the  angle  at  which  that  boml)  has  to 
be  released.  The  plastic  inside  is  vinylite  or  vinyl 
chloride,  the  outside  pieces  are  of  acetate.  This 
scale  Is  also  used  by  Ford. 
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Q.  When  did  you  fii'st  beojin  to  make  such  scales, 
Mr.   Kennedy'? 

A.  Well,  the  development  of  the  airci-aft  indus- 
try continued  all  along,  1941  and  right  straight 
through,  but  [81]  actually  this  object  here  or  this 
scale  was  made  about  1943. 

This  scale,  these  scales  here,  this  type  here,  this 
was  made  for  airplane  plants.  The  device  was  made 
about  1940  or  1941.  I  couldn't  give  you  the  date 
of  any  one  of  these  devices  we  manufactured  be- 
cause there  is  no  way  I  can  recognize  by  looking 
at  the  job  when  it  was  made,  but  these  were  all 
made  during  the  period  under  consideration. 

Q.  How  does  your  volume  for  the  years  ended 
June  30,  1941,  and  June  30,  1942,  the  manufacture 
of  such  scales  compare  with  the  prior  volume? 

A.  Well,  I  don't  believe  that  there  was  any 
manufacture  of  scales  in  volume  prioi-  to  that 
period.  The  scales  we  made  would  be  a  dial  for 
a  jeweler  or  something  of  that  sort.  The  develop- 
ments in  that  period  made  the  scale  business. 

Q.  Do  those  scales  require  more  precision  to 
make  than  a  scale  for  n   jeweler? 

A.  Well,  no  question  about  that.  If  they  are 
not  precise,  they  send  them  back  to  you. 

Q.  How  often  were  the  government  inspectors 
there  1 

A.  They  sent  inspectors  out  to  the  plant  to  in- 
spect the  stuff  we  had  made  and  we  had  to  get 
the  people  trained  to  make  them,  and  the  inspector 
comes  to  the  plant  with  a  bine  print  and  he  checks 
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the  measurements  from  the  copy,  and  then  he  ap- 
proves, and  then  it  may  be  shipped.  Sometimes 
where  the  product  goes  to  a  distant  place  they 
may  reserve  the  right  [82]  to  inspect  at  destina- 
tion. 

Q.  Just  how  close  do  these  measurements  have 
to  approximate  the  constructed  measurements'? 

A.  Well,  I  g'uess  at  the  average,  there  is  a  little 
decimal  in  there,  at  all  times  has  to  be  plus  or 
minus  5/lOOOths. 

Q.     You  mean  only  5000  to  the  mchf 

A.  Plus  or  minus  5/lOOOths.  That  is  5/lOOOths 
of  an  inch. 

Q.  If  they  were  much  more  than  that  or  much 
less  than  that,  what  would  happen? 

A.     They  would  reject  them. 

Q.  What  would  happen  then  ■?  Could  you  cure 
that? 

A.  No,  make  it  over  again.  There  were  some 
dials  down  to  2/lOOOths  of  an  inch,  and  that  is 
pretty  fuie. 

Q.  Now,  what  about  dials'?  Have  you  a  type  of 
the  dial  with  you  that  you  manufacture'? 

A.  Yes,  this  is  a  dial.  There  are  also  some  plastic 
parts  here. 

Q.  What  is  the  purpose  of  that  particular  dial 
that  you  have  in  your  hand  there'? 

A.  I  couldn't  tell  you,  because  I  don't  know. 
To  my  mind  it  is  just  a  dial,  has  nothing  on  it  at 
all  to  show  what  it  was  used  for.  I  don't  remember 
what  it  was  used  for. 
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Q.  Would  it  ])e  a  part  of  an  airplane  equip- 
ment? [83] 

A.  It  will  have  some  function  on  an  airplane. 
I  don't  know  what  particular  part  it  is. 

Q.  What  was  most  of  your  dial  business  during 
the  years  ended  June  30,  1941,  and  June  30,  1942? 

A.  Most  of  them  were  dials  for  Douglas,  Con- 
solidated, North  American,  Northrop,  all  the  large 
aircraft  companies,  Vultee. 

Q.     And  what  were  they  to  be  used  for? 

A.     Mostly  instrument  parts  on  planes. 

Q.  Did  you  make  those  dials  during  the  years 
1941  and  1942? 

A.  Only  in  small  quantities.  Some  of  them  were 
what  they  called  X.B.  models,  experimental  models. 

Q.  Reference  has  been  made  to  instruction  plates 
on  aircraft.    What  is  that? 

A.  Well,  an  instruction  plate,  one  example  would 
be  a  plate  which  tells  someone  to  do  something.  This 
is  an  instruction  plate  which  says  ''Do  not  open 
this  magazine  in  ease  of  fire."  They  may  be,  they 
could  very  well  be  set  on  several  parts  of  an  air- 
plane, on  the  places  where  a  fellow  must  not  sit, 
they  might  say  "Don't  sit  here,"  or  might  pay, 
"Oil  here"  or  might  give  some  information. 

Q.     What  is  a  designation  plate? 

A.  A  designation  plate  would  be  a  plate  which 
indicated  that  this  was  a  certain  part  or  number  of 
instrument.  [84]  It  might  be  too— there  is  a  sort 
of  plate  in  general  use  also  which  tells  something 
about  what  that  particular  button  Will  do.    It  may 
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be,  in  one  instance,  one  example  is  what  they  call 
the  bomb  jettison.  Supposedly  when  pilots  return 
from  a  flight  and  they  have  not  used  all  the  bombs, 
they  are  supposed  to  jettison  them  l^efore  they 
return  to  their  base.  We  might  make  a  plate  that 
will  indicate  to  the  pilot  that  if  he  pulled  that 
plate  up  and  jiushes  that  certain  switch  he  will 
jettison  all  his  bombs  at  one  time.  That  would  be 
a  designation  plate. 

It  may  be  like  a  plate  that  identifies  the  signal 
to  the  crew  to  abandon  ship.  We  would  make  that 
as  a  cover  so  it  would  not  be  hit  accidentally.  That 
plate  in  case  of  accident  will  prevent  that,  and  the 
pilot  has  to  reach  his  hand  underneath  that,  and 
that  would  be  a  designation  plate,  and  designed  to 
tell  somebody  about  something  that  would  not  be 
visible  from  the  general  appearance, 

Q.  Was  that  business  increased  in  1941  and  1942 
over  prior  years'? 

A.     We  had  an  amazing  increase. 

Q.     Was  there  any  change  in  the  materials  used? 

A.  Sure.  We  switched  from  mostly  brass  to 
mostly  ahuninuni  and  dural  and  all  types  of  metals. 

Q.  Did  that  make  a  change  necessary  in  your 
manufacturing  processes'?  [85] 

A.  Yes,  it  practically  deviated  us  from  where 
we  had  been  into  an  entirely  new  field. 

Q.  Now,  did  you  manufacture  luminous,  fluores- 
cent and  phosphorescent  nameplates"? 

A     We  do. 

Q.     When  did  you  begin  such  manufacture? 
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A.  Well,  originally  we  bronght  the  material  out 
about  1931  or  1932,  but  that  actually  was  mostly 
exrperimenta]  in  those  days.  We  made  the  products 
up  to  be  introduced,  but  very  little  interest  at  that 
time.  The  main  interest  in  these  luminouri  or  what 
we  call  fluorescent  lights  became  evident  when  some 
pilots  were   allergic  to  radium. 

Q.  When  did  you  begin  to  make  those  plates 
in  any  quantity,  that  is,  any  appreciable  quantity? 

A.     About  1941. 

Q.  For  what  purpose  were  they  made,  in  gen- 
eral ? 

A.  So  a  pilot  could  read  a  plate  at  night  without 
having   illumination. 

Q.  Now,  in  making  those  items,  tell  us  what 
materials  you  used? 

A.  We  used  some  radium,  some  radium  activity 
of  our  own  tliat  went  on  dials  in  places  where  they 
were  not  permanently  lighted.  Then  we  had  and 
used  a  phosphorescent  of  our  own  requiring  black 
light  for  activation.  We  also  used  a  phosphorescent 
material  that  would  just  soak  in  light  [86]  and 
give  off  light  for  about  eight  hours  after  the  light 
was  turned  off. 

Q.  Was  any  extensive  experiments  required  in 
the  perfecting  of  that? 

A.  Yes,  we  perfected  this  type  and  we  intro- 
duced it  ourselves  personally  without  any  response 
until  they  fomid  some  pilots  who  were  allergic  to 
the  test  amounts  of  radium,  and  began  to  put  it 
in  most  of  the  planes. 
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,  Q.     How  did  you  introduce  this  in  the  markets'? 

A.  I  took  a  black  light  and  a  number  of  name- 
plates  we  had  made  up  experimentally  and  I  visited 
the  airplane  companies  personally  and  turned  the 
black  light  on  and  then  showed  them  how  they 
acted. 

Q.     What  time  was  that? 

A.^   Say  1939,  1940  and  the  early  part  of  1941. 

Q,  :  When  did  you  begin  to  get  orders  as  a  re- 
sult of  those  visits? 

A,.  The  first  ones  they  had  CVA  Field  down  at 
San  Diego,  Consolidated  Vultee  Aircraft,  we  com- 
menced to  get  orders  for  small  numbers  of  them, 
and  finally  the  government  commenced  to  specify 
large  numbers  of  those. 

Q.  Did  you  have  any  problems  in  your  plant 
v.-ith  regard  to  manufacture  of  those? 

A.  Yes,  we  did.  Plandling  it  in  quantity,  some 
of  the  materials  were  very  offensive  to  people  work- 
ing with  them,  [87]  they  would  cause  sickness  or 
cause  discomfort.  We  had  to  devise  various  ways 
of  working  with  the  material.  We  had  to  find  means 
of  doing  that  work  under  lead  or  under  glass  so 
the  employees  would  not  touch  or  handle  the  mate- 
rial in  any  way  tliat  they  would  get  their  hands  on 
it,  and  even  so  the  odor  got  very  confusing. 

Q.  Now,  generally  speaking,  was  there  any 
change  in  the  matter  of  accuracy  required  or  care 
in  manufacture  in  1941  and  1942  over  jDrior  years? 

A.  Oh,  yes.  The  average  commercial  product,  if 
it  was  visually  correct,  that  was  satisfactory,  if  it 
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looked  all  right  it  was  acceptable,  tbe  avei'age  com- 
mercial product. 

Q.  Were  your  sales  prior  to  1941  mostly  com- 
mercial products'? 

A.  I  would  say  before  1941  85  to  90  per  cent 
of  the  customers  were  commercial  firms,  and  when 
I  say  commercial  firms  I  mean  various  firms  that 
happened  merely  to  need  the  job. 

Q.  Were  those  jobs,  did  they  have  any  inspec- 
tors? 

A.  A  number  of  firms  had  receiving  depart- 
ments, but  they  did  not  have  inspection  of  the  type 
that  existed  during  the  war. 

Q.  In  1941  and  1942,  when  you  were  doing  the 
government  work,  was  there  any  difference  in  exe- 
cution ? 

A.     Yes,  the  requirements  became  stricter  on  that. 

Q.  Was  it  any  more  difficult  to  make  the  prod- 
ucts that  you  manufactured  in  1941  and  1942  than 
those  that  you  had  produced  previously? 

A.     Absolutely. 

Q.  And  you  had  to  devise  these  various  processes 
of  manufacture  of  these? 

A.  I  had  to  confer  sometimes  on  it  myself, 
mostly  Mr.  Hayek  was  handling  it,  but  sometimes  he 
wanted  me,  too.  Both  of  us  simultaneously.  We 
discussed  these  various  matters  and  after  we  fig- 
ured out  some  way  of  working  it  we  would  have 
the  job  of  figuring  out  how  to  do  it. 

Q.  In  connection  with  the  use  of  radium,  were 
there  any  special  problems?  '      ' 
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A.  The  use  of  radium  brought  in  the  problem, 
of  course,  of  the  human  relationship  to  radium, 
which  is  not  very  good.  It  also  required  that  you 
set  up  in  connection  with  that  department  numer- 
ous restrictions  which  are  rather  rigorous,  must  be 
kept  mider  lead,  all  the  supplies  nmst  be  kept  under 
lead,  in  order  to  prevent  harmful  radiations  from 
attacking  any  human  being.  [89] 

Q.  Did  the  Kemiedy  Nameplate  Company  have 
a  system  of  bonuses  for  its  employees'? 

A.     It  had. 

Q.  When  did  you  first  start  paying  bonuses  to 
your  employees?  A.     About  1931. 

Q.     What  did  they  consist  of,  these  bonuses'? 

A.  Originally  they  consisted  of  $5.00  for  the 
men  in  the  minor  employees,  and  $10.00  for  those 
men  who  had  a  little  bit  more  authority.  That  was 
a  monthly  business. 

Q.  Then  it  was  a  one  to  four  weeks  pay  bonus 
later  on"?  A.     That  is  correct. 

Q.     You  paid  that  during  1921  and  1922? 

A.     That  is  correct. 

Q.  And  you  paid  those  bonuses  during  1941  and 
1942  to  [90]  your  regular  employees  ?  A.     Yes. 

Q.  I  show  you  the  Petitioner's  Exhibit  No.  7, 
being  the  minutes  of  the  meeting  of  April  30,  1940, 
which  j^ou  already  testified  were  the  full  minutes 
of  the  directors  for  that  date.  Were  the  salaries 
of  yourself  and  Mr.  Hayek  fixed  at  that  meeting? 

A.     They  were. 
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Q.  And  what  amount  was  fixed  as  being  your 
salary?  A.     $12,000.00  per  year. 

Q.     When  did  that  start? 

A.     Retroactive  to  July  1,  1939. 

Q.  Then  I  will  show  you  the  minutes  of  the 
Board  of  Directors  of  June  11,  1941,  Petitioner's 
Exhibit  No.  8.  Was  any  action  taken  with  regard 
to  your  compensation  at  that  meeting? 

A.     It  was. 

Q.  A  bonus  of  $5,000.00  was  voted  to  yourself, 
also  a  similar  bonus  to  Mr.  Joseph  Hayek? 

A.     It  was. 

Q.  Now,  $12,000.00  plus  $5,000.00  makes  a  total 
of  $17,000.00  compensation  for  the  year  ended  June 
30,  1942,  did  it  not?  A.     It  does. 

Q.  Did  you  receive  that  amount  in  cash,  that 
$17,000.00  [91]  A.     I  did. 

Q.  Did  Mr.  Ha.vek,  if  you  know,  receive  a  simi- 
lar amount  of  $17,000.00  in  cash,  in  the  year  ended 
June  30,   1941?  A.     He   did. 

Q.  What  was  your  compensation  for  the  next 
year,  the  year  ended  June  30,  1942? 

A,     As  far  as  I  recall,  it  was  the  same. 

Q.  Well,  referring  to  the  exhibit  of  Petitionei*, 
the  Exhibit  No.  2,  you  note  the  figure  for  the  year 
ended  June  30,  1942,  $34,000.00.  To  the  best  of 
your  knowledge  is  that  correct? 

A.     It  is  correct. 

Q.  Would  that  be  $17,000.00  for  each  officer  for 
the  year  ended  June  30,  1942? 

A.     That  would  be. 
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Q.  Now  looking  at  Exhibit  2,  you  will  note  total 
compensation  to  yourself  and  IMr.  Hayek,  which 
you  have  already  testified  was  $50,506.00  for  the 
year  1936  and  $65,426.00,  being  $3,200.00  apiece  for 
1937,  being  $7,500.00  each  for  1938,  and  in  1940  a 
little  over  $24,000.00,  being  a  little  more  than  $12,- 
000.00  each,  is  that,  to  the  best  of  your  knowledge, 
what  you  actually  received  in  those  years? 

A.     That  is. 

Q.  Now  how  long  have  you  known  Mr.  Joseph 
Hayek?  A.     A  little  over  25  years.  [92] 

Q.  You  first  met  him,  I  believe,  you  testified, 
in  Minneapolis.  A.     Minneapolis. 

Q.  When  he  was  president  and  principal  stock- 
holder of  the  Hayek  Nameplate  Company. 

A.     That  is  correct. 

Q.  Have  you  been  continuously  associated  with 
him  since  in  the  nameplate  business? 

A.     I  have  been. 

Q.  And  his  position,  I  believe  you  testified,  was 
president,  director,  and  in  full  charge  of  produc- 
tion? A.     Correct. 

Q.  During  these  years  haA*e  you  had  an  oppor- 
tunity to  observe  the  capabilities  of  Mr.  Hayek,  and 
form  an  opinion  as  to  his  value  to  the  company? 

A.     I   certainly  have. 

Q.  Does  Mr.  Hayek  devote  his  entire  time  to 
the  company,  during  the  period  from  1923  to  the 
present  time?  A.     He  did. 

Q.  To  your  knowledge,  did  he  have  any  outside 
business  activities?  A,     Nothing. 


Commissioned'  of  Internal  Revenue  3 05 

(Testimony  of  William  James  Kennedy.) 

Q.  In  yonr  opinion,  did  Mr.  Hayek  receive  ade- 
quate compensation  for  his  time  and  services  with 
the  company  during  the  years  1936  to  1940,  that  is 
the  15  years  immediately  [93]  preceding  the  tvv^o 
years  in  issue  *? 

A.  No,  lie  didn't,  because  in  those  days  Mr. 
Hayek  and  I  were  in  partnership,  and  he  was  paid 
inadequately  for  the  work  he  did,  because  that  was 
the  way  it  had  to  be. 

Q.  During  those  years  I  just  mentioned,  1936  to 
1940? 

A.  No,  we  were  like  everybody  else,  just  doing 
our  level  best  to  keep  enough  working  capital  to 
keep  going,  not  to  pay  more  than  what  we  thought 
we  were  worth. 

Q.  In  spite  of  the  fact  that  you  kept  those  sal- 
aries low,  the  exhibit  shows  you  had  to  loan  money 
to  the  company,  does  it  not,  as  you  previously  testi- 
fied"? A.     Yes,  sir,  we  did. 

Q.  Pardon  me,  Mr,  Memory  previously  so  testi- 
fied. 

Q.  In  fixing  the  compensation  of  Mr.  Hayek  und 
yourself  at  $17,000.00,  during  the  years  1941  and 
1942,  did  you  as  a  director  and  the  other  directors, 
consider  the  amount  of  compensation  that  you  re- 
ceived in  prior  years,  in  fixing  that  amount? 

A.     To  some  extent,  yes,  we  did. 

Q.  Then  that  was  inadequate  compensation  you 
testified  to  in  prior  years. 

Mr.  Tonjes:     Don't  lead  the  witness. 
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The  Court:  Yes,  be  careful  about  leading  the 
witness. 

Mr.  Orem:     Well,  never  mind,  strike  that.  [94] 

Q.  (By  Mr.  Orem) :  In  your  opinion,  based 
upon  your  long  business  experience  with  Mr.  Hayek 
and  his  services  to  the  company  rendered  during 
the  years  ended  June  30,  1941,  what  would  you  con- 
sider the  reasonable  value  of  his  full  time  services 
to  the  company  to  be  worth  that  year? 

A.  That  would  be  rather  difficult  to  answer.  It 
is  hard  to  say,  because  the  company  could  not  have 
existed  without  his  attention  to  the  factory.  We 
could  hardly  pay  him  for  what  he  did,  I  don't 
believe. 

Q.  Well,  if  it  was  a  question  of  bargaining,  in 
other  words,  if  you  had  bargained  with  him  as  to 
what  you  were  going  to  pay  for  his  services  during 
that  year,  what  do  you  think  would  have  been  rea- 
sonable ? 

A.  Well,  men  of  his  ability  were  very  scarce, 
and  it  would  be  hard  to  say  what  you  could  have 
done  during  that  time.  You  would  have  made  the 
best  deal  that  you  could,  and  he  very  fortunately, 
though,  was  working  with  us,  so  that  that  was  not 
in  question.  I  don't  believe  .you  could  have  gotten 
a  man  of  his  ability  during  that  period. 

Q.     During  what  period  was  this? 

A.     You  mentioned   1941. 

Q.  Oh,  yes,  about  the  year  ending  June  30,  1941, 
is  what  I  am  asking  about  right  now,  June  30, 
1941. 
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A.  That  is  correct.  I  don't  believe  you  could 
have  [95]  gotten  men  at  that  time. 

Q.     You  mean  at  any  price? 

A.  Yes,  the  etching  business  is  rather  an  un- 
usual occupation.  There  aren't  very  many  people 
in  the  country  that  are  skilled  practitioners  of  the 
work. 

Q.  Just  what  were  the  capabilities  of  Mr. 
Hayek? 

A,  Well,  he  iinderstands  etching  and  plating  and 
lithography,  and  tool  and  die  making,  machinery 
work,  and  mixing  solutions,  paints,  colors,  all  of 
the  special  problems  of  metal  finishing.  In  other 
words,  he  understands  the  nameplate  business  in 
all  of  the  different  departments  connected  with  it, 
including  working  with  decalcomanias  and  plastics 
and  various  things. 

Q.  During  the  years  1941  and  1942,  were  persons 
with  those  abilities  available? 

A.  I  never  got  one.  I  never  had  anybodj^  so 
far  that  knew  much  about  it. 

Q.  Well,  assuming  that  you  didn't  have  Mr. 
Hayek  in  the  business,  in  the  year  ended  June  30, 
1941,  and  you  would  have  to  engage  someone  to 
take  his  place,  what  is  your  opinion  as  to  what 
you  would  pay? 

A.  Well,  in  that  case  I  would  have  had  to  try 
to  find  someone  who  was  available  and  capable, 
and  whatever  he  required,  that  I  probably  would 
have  had  to  pay  him. 
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Q.  Well,  you  tbink  you  would  pay  $5,000.00,  or 
$10,000.00,  [96]  01-  $20,000.00'? 

A.  I  believe  so.  I  understand  that  by  his  expe- 
rience with  etcliing-,  he  is  cheap  at  $12,000.00  a 
year  just  for  that  one  department  alone. 

Q.  Now,  taking:  for  the  year  ended  June  30, 
1942,  as  compared  with  June  30,  1941,  were  the 
services  of  Mr.  Hayek  during  that  latter  year  worth 
more  or  less"?  A.     They  were  worth  more. 

Q.     For  what  reason? 

A.  Well,  we  were  still  completing:  a  lot  of  com- 
mercial business,  and  going  right  into  war  busi- 
ness, and  he  was  doing  twice  as  much  work  a  part 
of  that  time. 

Q.  Did  you  prepare  a  memorandum  of  the  aver- 
age number  of  employees  of  the  Kennedy  Nameplate 
Company  in  various  years?  A.     I  did. 

Q.  I  show  you  a  statement  here,  sho\ving  years 
as  well  as  the  num])er  of  employees,  and  ask  you 
if  you  prepared  or  caused  to  be  prepared  that 
statement. 

A.  I  did.  This  is  my  writing  on  the  bottom. 
Q.  Does  that  show  the  number  of  employees 
of  the  Kennedy  Nameplate  Company  as  follows: 
Year  ended  June  30,  1937,  39;  Year  ended  June 
30,  1938,  36;  Year  ended  June  30,  1939,  37;  Year 
ended  Jmie  30,  1940,  53;  Year  ended  Juuo  30,  1941, 
73;  Year  ended  June  30,  1942,  90  employees. 
A.     It  does.  [97] 

Q.  Does  that  represent  the  average  number  of 
employees'?  A.     It  does. 
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Q.    Aiid  this  down  below  is  just  some- 


A.  That  shows  that  maybe  we  would  have  10 
or  15  more  than  the  average,  and  sometimes  we 
would  run  short,  maybe  one  or  two  less. 

Mr.  Orem:  This  is  offered  as  Petitioner's  Ex- 
hibit. 

Mr.  Tonjes:     There  is  no  objection. 

The  Court:  It  will  be  received  as  Petitioner's 
Exhibit  No.  10. 

(The  statement  referred  to  was  marked  and 
received  ui  evidence  as  Petitioner's  Exliibit 
No.  10.) 

Q.  (By  Mr.  Orem)  :  Now  with  respect  to  the 
nameplate  business,  a  business  of  that  general  type, 
was  there  very  many  companies  in  Los  Angeles  of 
that  type?  A.     Not  at  that  time. 

Q.     During  1941  and  1942? 

A.  There  were  just  two,  perhaps  three,  firms 
that  made  nameplates,  and  those  firms  were  so  very 
small,  just  getting  started.  I  think  there  was  one 
that  had  been  an  outgrowth  of  the  plant  started 
at  Lockheed  that  had  separated  on  or  about  that 
period.  We  unquestionably  represented  75%  of  the 
business,  I  believe,  during  this  period. 

IQ.  What  was  the  name  of  this  firm  that  tad 
some  of  the  [98]  other  business  created  by  Lock- 
heed ? 

A.  That  was  the  Miller  Dial  &  Nameplate  Com- 
pany on  Santa  Monica  Blvd.,  and  there  was  a  small 
plant,  the  K.  B.  Nameplate  Company,  and  there 
were  one  or  two  small  firms  in  the  downtown  area. 
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Q.  Now  as  the  nameplate  business  stood  at  that 
time,  during  1941  and  1942,  if  you  had  had  to — 
say  that  your  i)osition  or  Mr.  Haj^ek's,  either  one, 
had  become  vacant,  what  would  those  positions  have 
been  worth? 

A.  I  don't  believe  that  they  could  have  been 
filled. 

Q.  You  could  have  hired  an  executive  from  some 
other  business,  some  business  like  plating  or  some- 
thing like  that,  and  readily  teacli  him  the  name- 
plate  business? 

A.  Well,  a  plater  would  probably  be  the  best, 
but  you  wouldn't  have  anybody  you  could  really 
take  in  unless  you  had  trained  him. 

Q.     Why  would  that  be? 

A.  That  plater  also  works  with  metals,  using 
dangerous  chemicals.  A  plater,  I  believe  would 
learn  how  to  handle  that  work,  in  tenns  of  handling 
work  with  liquids  and  corrosives,  and  types  of  acids 
and  solutions. 

Q.  Would  a  plater  be  familiar  with  all  these 
other  processes? 

A.  He  would  have  that  much  learned,  as  I  say, 
but  he  would  not  know  anything  about  lithograph- 
ing or  camera  work,  or  [99]  anything  in  that  de- 
partment. 

Q.  Would  he  be  capable  of  working  and  learn- 
ing and  taking  over  the  management  of  that  one 
department  ? 

A.  Yes,  you  misrht  train  him  and  break  him  in, 
sure,  but  there  would  have  to  l>e  some  limit. 
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Q.  If  you  had  had  a  vacancy  such  as  I  have 
just  described,  what  would  you  have  done  about 
filling  it? 

A.  Well,  I  don't  know.  I  just  used  to  wonder 
what  I  would  do  myself. 

Q.  Now  the  Kennedy  Nameplate  Company  ac- 
cumulates scrap  from  time  to  time,  does  it  not? 

A.     They  do. 

Q.  Will  you  describe  just  how  you  handled  the 
sale  of  that  scrap  in  1941  and  1942? 

A.  The  scrap  which  they  accumulate  is  usually 
what  we  know  as  overs  on  jobs.  In  order  to  create 
enough  good  nameplates  to  deliver  to  the  custom- 
ers, the  job  is  run  more  than  the  requirements, 
just  for  safety,  and  we  know  that  as  overs,  and  there 
will  be  shigs  where  there  is  bad  cutting,  something 
wrong  about  the  cutting,  or  say  a  dial  is  hand 
marked  and  it  is  scratched,  those  are  not  used, 
and  then  we  have  problems  from  time  to  time  with 
discolored  nameplates,  and  all  those  that  we  cannot 
use  are  scrapped. 

Q.  What  disposition  do  you  make  of  those  ?  Are 
they  sold  as  scrap?  [100] 

A.  Presently  we  handle  that  by  the  customary 
process  of  selling  it,  and  the  income  goes  to  Mr. 
Hayek  and  myself  on  an  equal  basis. 

Q.     In  other  words,  one-half  to  each? 

A.     That  is  correct. 

Q.  Was  that  treated  as  income  of  the  corpora- 
tion? A.     Never. 
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Q.  Just  what  did  you  have  in  mind  in  distrib- 
uting those  proceeds  to  yourselves? 

A.  Well,  it  seems  to  be  the  practice  within  the 
name  plate  business,  that  it  was  kind  of  a  bonus. 
That  was  a  practice  that  was  inherited  by  the  Ken- 
nedy Nameplate  Company.  I  didn't  have  anything 
to  do  with  setting  up  the  procedure  in  the  first 
place. 

Q.  Of  course  that  scrap  was  accumulated  by 
the  corporation,  and  the  proceeds  that  were  being 
distributed  to  these  various  individuals,  had  been 
shown  on  your  income  tax  returns,  yourselves  and 
your  wives'?  A.     That  is  right. 

Q.  Do  you  know  how  it  was  shown  on  Ijyour 
return  ? 

A.  I  believe  it  was  entered  as  part  of  my  gross 
income,  but  I'm  not  sure. 

Q.  Will  you  take  one  of  these  returns,  for  the 
year  ended  June  30,  1941,  being  Respondent's  Ex- 
hibit A,  and  note  there  in  line  11  the  sale  of  scrap 
metal,  V^,  $468.29.  [101]  That  was  1/2  of  the  half 
that  you  received,  is  it  not? 

A.     That  is  correct. 

Q.  And  the  other  half  would  l)e  shown  on  your 
wife's  return  ?  A.     That  is  correct. 

Q.  And  I  show  you  Mr.  Hayek's  return  for 
the  same  year.  Respondent's  Exhibit  B,  showing 
scrap  metal,  14^  $468.29,  whi^^h  represented  the 
return  by  Mr.  Hayek  for  tlie  sale  of  scrap  on  his 
return?  A.     Tliat  is  correct. 
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Q.  And  tlie  same  procedure  was  followed  for  the 
year  1942,  was  it  not?  A.     Tliat  is  correct. 

Q.  Just  what  did  you  consider  that?  Of  course 
it  was  an  cinount  that  came  from  the  corporation, 
but  would  you  consider  that — well,  it  would  have 
to  be  either  compensation  or  dividends,  just  what 
would  you  consider  it  ? 

A.     Well,  I  returned  it  as  miscellaneous  income. 

Q.  How  did  you  regard  it?  Just  what  did  you 
consider  it,  was  it  compensation  or  dividend? 

A.  I  regarded  it  as  a  sort  of  a  bonus  to  him  and 
for  myself. 

Q.  Now,  these  amounts  that  you  received  as  com- 
pensation, bonus,  etc.,  during  the  years  June  30, 
1941,  and  June  30,  1942,  in  your  opinion  was  that 
reasonable  compensation  for  the  [102]  services  you 
rendered  to  the  company? 

A.  Well,  of  course  that  is  always  a  matter  of 
opinion,  but  I  don't  believe  I  was  ever  overpaid  by 
the  Kennedy  Nameplate  Company. 

Mr.  Orem :    That  is  all. 

Cross-Examination 
By  Mr.  Tonjes: 

Q.  Mr.  Kennedy,  I  believe  you  stated  that  some 
corporations  paid  etchers  as  high  as  $12,000.00  a 
year. 

A.  I  didn't  say  they  paid  them  that.  I  said  I 
had  been  informed  that  they  did.  I  don't  know 
that  to  my  own  knowledge. 

Q.  I  was  going  to  ask  you  if  you  knew  of  any 
organization  that  paid  an  etcher  that  much,   and 
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wliether  or  not  it  compared  with  your  organization 
in  size. 

A.  Well,  the  amount  of  etching  that  is  clone  by 
any  individual  etcher  would  be — a  firm  might  have 
two  or  three  etchers,  and  there  might  be  two  or 
three  managers  in  charge  of  the  firm — I  remember 
that  one  firm  in  California,  they  had  an  etcher  who 
necessarily  had  to  be  capable  in  the  production 
field,  and  they  paid  their  etcher  $35,000.00  a  year. 

Q.     Do  you  know  what  their  gross  sales  were? 

A.  Their  gross  sales  of  nameplates  I  couldn't 
say,  but  I  know  at  one  time  their  gross  sales  were 
about  $80,000.00  a  uionth,  what  they  have  been 
selling  recently  I  don't  know,  because  I  think  they 
are  getting  out  of  the  nameplate  Imsiness  [103]  now, 
and  so  their  sales  are  mixed  up  with  their  other 
items. 

Q.  I  believe  you  also  stated  that  in  the  event 
that  you  had  to  replace  Mr.  Hayek,  you  would  have 
great  difficulty  in  finding  a  man  vrho  would  have  his 
qualifications.  A.     I  am  quite  sure  I  would. 

Q.  I  believe  j^ou  were  a  little  con^-erned,  and  said 
you  could  not  find  one. 

A.  I  did  not  go  so  far  as  to  say  1  could  not  find 
one.    I  don't  know  where  we  would  fiud  such  a  man. 

Q.  Did  you  ever  make  any  eifort  to  find  a  man 
like  that  ? 

A.  Yes.  It  is  not  ethical  to  try  to  take  your 
competitor's  man,  but  I  have  had  letters  from 
various  men  working  at  other  plants,  which  always 
stated   their   qualifications,   which   they   submitted, 
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and  no  one  ever  applied  for  work  with  us  there  that 
knew  any  more  than  one  single  phase  of  the  name- 
plates  he  had  specialized  in,  with  very  full  knowl- 
edge anyway,  that  knew  how  to  coordinate  these 
departments. 

Q.  What  was  the  necessity  for  their  making 
application  to  you? 

A.  Well,  at  times  during  the  depression,  there 
were  many  people  coming  back  to  California,  and 
we  even  got  some  along  the  coast  who  wrote  down, 
trying  to  secure  work. 

Q.  I  believe  you  also  stated  you  had  a  system 
of  paying  a  bonus  to  your  employees. 

A.     Yes,  sir,  that  is  correct.  [104] 

Q.  And  that  has  been  in  effect  for  quite  a  few 
years'?  A.     That  is  correct. 

Q.  Do  you  have  any  idea  what  the  total  bonuses 
paid  your  employees  were,  during  the  fiscal  years 
ended  June  30,  1941  and  June  30,  1942  ? 

A.  No,  I  couldn't  give  you  the  figures,  offhand. 
You  know  there  was  a  period  there  where  such 
figures  again  became  available,  but  I  don't  recall 
them  offhand.  At  a  subsequent  period  the  boys 
secured  the  bonus  again,  so  I  say  that  such  a  bonus 
is  i^aid  regularly,  to  everybody  there,  and  we  still 
continued  to  pay  the  bonus  for  salesmen,  when  we 
didn't  pay  it  in  the  factory,  because  we  knew  we 
had  had  a  problem  on  all  of  that  payment. 

Q.  How  many  employees  did  you  pay  this 
bonus  to? 

A.     Eveiy  employee  who  got  a  bonus,  that  was 
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anybody  working  for  us  30  days,  I  think,  we  paid 
a  lump  $5.00  for  everybody  working  for  us.     If  a 
man  worked  for  us  longer  than  30  days  he  was 
entitled  to  a  bonus. 

Q.  The  thing  I  want  is  the  total  sum.  What 
would  be  paid  f 

A.  I  don't  know.  I  would  say  at  the  outside 
maybe  $12,000.00  or  $14,000.00  a  year,  maybe  around 
there  somc^vhere.  It  would  vary  depending  on  how 
many  employees  they  had. 

Q.  Now,  there  was  a  matter  on  which  the  cor- 
poration made  a  report  of  its  activities  in  regard 
to  getting  business,  [105]  we  will  say  l)ack  in  1937 
and  1938,  in  connection  with  that,  did  you  have  a 
sales  department?  A.     Yes,  we  had. 

Q.  Did  you  have  that  same  sales  department  in 
1941? 

A.  In  1941  we  started,  about,  I  imagine,  about 
the  end  of  1941  we  concluded  that  war  was  in- 
evitable, and  with  this  additional  sales  organization 
v.-e  seemed  to  have  a  terrible  number  of  commit- 
ments, they  kept  on  sending  us  in  orders. 

Q.  Yes,  but  your  sales  ])roblems  were  more  per- 
taiuing  to  getting  orders  filled,  at  the  moment,  that 
is,  during  the  years  1941  and  1942? 

A.  Well,  of  course  that  is  what  it  proved  to  be, 
but  that  was  an  afterthought.  At  all  times  the  air- 
craft companies  bought  their  merchandise  on  the 
open  market.  They  bought  it  from  us  because  we 
could  supply  their  merchandise,  and  make  it  ac- 
cording to  their  specifications. 


Con)  missioner  of  Internal  Revenue  117 

(Testimony  of  William  James  Kennedy.) 

Q.  Well,  tlie  point  I  am  making  is,  you  didn't 
have  to  maintain  this  same  type  of  agency  to  sell 
your  goods  that  you  were  producing  during  those 
years  ? 

A.  We  didn't  reduce  a  single  bit  our  sales  de- 
partment. Our  men  were  simply  used  to  send  to 
various  plants,  and  we  had  to  keep  about  the  same 
personnel. 

Q.  I  take  it  that  during  the  years  1941  and 
1942,  the  greater  volume  of  your  business  then  was 
in  connection  with  [106]  the  war  activity? 

A.  There  was  a  deviation  there,  yes,  the  com- 
mercial business  was  becoming  less  and  the  military 
business  was  increasing,  and  at  the  end  of  1942 
they  had  practically  eliminated  the  commercial 
producer,  making  goods  for  the  commercial  pro- 
ducer. 

Q.  Is  it  true  or  not  that  the  same  amount  of 
production,  or  the  same  amount  of  business  volume, 
would  have  resulted  in  considerably  greater  dollar 
volume  of  sales'? 

A.  I  don't  think  I  know  just  w^hat  that  means. 
What  do  you  mean  by  that? 

Q.  I  mean  were  prices  of  articles  sold  by  you 
generally  higher  in  1941  and  1942? 

A.     No,  we  used  the  same  prices. 

Q.  Higher  in  1941  and  1942  than  they  were 
back  in  1937  and  1938  ? 

A.     We  used  the  same  jorices. 

Q.  During  the  year  1940,  according  to  the  ex- 
hibit offered  in  evidence,  you  had  appi'oximately  53 
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employees.  Do  you  know  of  any  other  organiza- 
tion in  the  nameplate  business  in  the  west  at  that 
time,  on  the  west  coast  preferably,  but  anywhere  in 
the  west,  that  employed  approximately  that  number 
of  persons? 

A.  No,  I  don't.  I  don't  know.  There  are  un- 
questionably some  companies,  but  I  don't  know,  I 
don't  know  how  they  [107]  compare  in  size  to  ours. 
I  know  there  are  some  larger,  and  unquestionably 
some  smaller,  but  I  don't  know  how  many  employees 
they  had.  [108]. 

Q.  Now,  getting  back  to  your  compensation  for 
the  years  1941  and  1942,  ending  June  30th,  prior 
to  this  I  believe  you  testified  that  some  i)ortion  of 
the  $34,000.00,  several  thousand  dollars  of  it  for 
Mr.  Hayek  particularly,  was  for  services  which 
were  rendered  in  prior  years.  I  believe  you  testi- 
fied to  that. 

A.  I  think  there  was  a  mismiderstanding  as 
to  how  much  [109]  that  was.  I  testified  we  were 
paying  him  back  for  the  years  he  hadn't  received 
it.  It  was  not  intended  in  that  way,  but  it  was 
being  paid  to  him  for  work  that  he  had  done  before, 
but  the  condition  that  induced  the  company  to  pay 
at  this  time  was  doubtless  due  to  the  fact  that  the 
company  had  paid  such  extremely  small  salaries 
during  the  period  of  development  and  he  had 
worked  at  that  time  for  so  little.  I  was  working 
for  as  low  as  $50.00  a  week  at  one  time  in  the 
depression  myself. 

Q.     I  notice  that  the  salary  paid  in  1940  totals 
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somewhat  in  excess  of  $24,000.00.     I  presume  that 
was  at  the  rate  of  $12,000.00. 

A.     That   was   approximately   $12,000.00   apiece. 

Q.  For  1940  there  were  53  employee*^  and  net 
sales  of  $51,000.00.  Do  you  know  any  organiza- 
tions, any  companies  in  the  nameplate  business 
that  had  approximately  that  number  of  employees 
and  that  volume  of  business,  who  paid  more  than 
$24,000.00  to  the  officers? 

A.  I  don't  know  what  any  of  them  were  paying, 
and  I  never  made  any  effort  to  try  to  find  out. 

Q.  Your  sales  were  less  for  1938  and  1939  and 
the  salaries  paid  in  those  years  were  practically 
$37,000.00  and  $15,000.00  or  thereabouts.  Do  you 
know  of  any  organizations  that  had  approximately 
these  sales  who  paid  their  officers  the  same  salaries  « 

A.  Well,  let  me  see.  I  couldn't  tell  you  what 
anybody  [110]  pays,  based  upon  what  their  sales 
are.  In  the  nameplate  industry  you  pay  a  certain 
amount  for  so-called  wisdom  and  experience,  and 
in  figuring  the  salaries  of  individuals  on  the  basis 
of  being  an  expense,  if  you  will  check  your  records 
you  will  find  that  it  moved  up  from  98  to  109,  from 
109  to  151  thousand  dollars  which  appeared  to  be 
quite  an  increase  in  proportion  to  the  vokime  in- 
crease, but  your  cost,  you  have  to  cany  over  most 
of  your  basic  costs,  you  will  fiiid  a  much  higher 
ratio  of  profit  with  wax-  work. 

Q.  I  think  that  is  true  in  all  industries.  Do 
you  own  any  other  stocks  or  securities,  Mr.  Ken- 
nedy? A.     You  mean  do  I  personally  own? 
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Q.     Yes.  A.    Yes,  I  do. 

Q.  What  factors  do  you  take  into  consideration 
when  you  buy  stocks  or  securities'? 

A.  Well,  first  I  look  back  to  see  how  many  years 
they  had  paid  dividends,  how  many  years  they  have 
skipped  dividends,  what  they  are  paying  accord- 
ing to  what  they  are  earning,  and  wliat  kind  of 
business  they  are  in. 

Q.  Now,  looking  at  the  investment  in  the  Ken- 
nedy Namcplate  Company  as  an  investment,  and 
also  taking  in  consideration  the  fact  that  corpora- 
tion paid  dividends  in  1936,  '37  and  '38  and  has 
not  paid  any  dividends  since  that  time,  would  you 
say  from  an  investor's  point  of  view  that  was  [111] 
a  good  investment? 

A.  In  the  first  place  there  was  no  investment 
point  of  view  involved,  because  the  stock  was  not 
for  sale  if  anybody  would  buy.  It  became  increas- 
ingly apparent  to  me  that  we  needed  a  bigger  plant, 
and  we  started  putting  the  dividends  back  to  accu- 
mulate to  buy  a  bigger  plant.  Likewise,  we  con- 
sidered we  needed  new  equipment,  so  that  the  last 
dividend  paid  in  1938  represents  the  expansion  of 
this  company  and  the  procuring  of  the  building 
on  this  property  on  Boyle  Avenue,  we  started  to 
get  money  together  from  this  point  and  put  it  back 
into  the  corporation  to  put  the  corpoiaiion  in  a 
position  to  expand  and  get  bigger  and  to  keep  on 
growing. 

Q.  Well,  can  you  also,  based  on  the  salaries  paid 
to  the  two  officers 
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A.  I  believe  that  is  a  matter  of  record  in  the 
exhibits. 

Q.  Yes.  How  do  you  reconcile  the  increase  in 
officers'  salaries  by  $10,000.00  a  year  over  a  period 
of  several  years  with  the  fact  that  the  corporation 
was  so  anxious  to  retain  its  funds  that  it  could 
not  pay  any  money  out  as  dividends'? 

A.  Well,  in  the  first  place,  while  those  two  things 
may  seem  to  be  tied  in,  human  beings  remain  human 
beings.  It  is  necessary  to  encourage  and  promote 
busiiiess  by  adequate  compensation.  You  can 
understand  that  the  officers  of  a  corporation  are 
entitled  to  recognition  for  their  efforts  as  well  as 
their  employees.  The  money  could  be  paid  and 
siill  some  [112]  additions  made  to  the  surplus 
funds  for  promotion,  because  there  was  a  substan- 
tial profit  being  earned,  and  it  would  not  necessarily 
have  cost — at  this  time  the  program  being  initiated 
looked  to  a  very  bright  and  brilliant  future,  so 
the  two  things,  while  they  might  seem  to  have  been 
different,  they  were  not.  They  were  simply  going 
to  make  an  effort  to  have  an  adequate  plant  and 
employ  a  lot  of  people  and  to  buy  a  lot  of  new 
equipment,  and  we  had  to  have  officers  who  were 
satisfied  with  what  they  were  obtaining,  because 
they  could  have  gotten  more  elsewhere. 

Q.  Yes,  but  don't  you  think  that  capital  is  en- 
titled to  some  compensation  for  the  use  of  its 
money  1 

A.  The  capital  was  here.  You  will  find  that 
there  was  substantially  all  of  our  working  capital 
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tied  up  at  this  period.  It  was  not  depri\dng'  the 
capital  of  its  premium,  because  they  were  just 
simply  building  it  up  at  that  particular  period. 
There  were  defuiite  plans  made  in  those  periods 
to  get  some  more  property,  because  we  were  unable 
to  stay  on  the  property  we  had.  I  drove  over  the 
entire  area  and  I  investigated  many  piece  of  prop- 
erty in  that  district  before  I  found  the  one  that 
we  ultimately  bought,  which  was  on  Boyle  Avenue. 

Q.  And  that  is  still  in  the  same  condition  as 
when  you  acquired  it,  is  that  true? 

A.     How  do  you  mean  in  the  same  condition? 

Q.  There  hasn't  been  any  substantial  develop- 
ment of  it,  I  mean. 

A.  Well,  I  don't  suppose  that  it  has  decreased 
any  in  its  valuation. 

Q.  I  believe  you  also  testified  that  you  super- 
vised the  keeping  of  the  accounts. 

A.  Well,  I  have  an  accountant  working  for  me, 
and  I  received  a  financial  statement  every  30  days 
showing  the  profit  and  loss  and  the  purchases,  and 
I  don't  personally  do  any  thing  on  the  ledgers  to 
get  a  list  of  all  the  accomits  that  are  not  paying, 
but  I  get  that  every  30  days  and  go  over  all  of 
the  accoimts. 

Q.  You  have  a  regular  accountant  tliat  takes 
care,  you  say 

A.  Mr.  Memory  does  not  have  anything  to  do 
with  our  books,  but  he  checks  up  the  books,  and 
he  makes  a  report  to  me  and  reports  on  how  the 
books   are  being  kept,   and  any   recommendations 
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that  he  makes  are  certainly  put  into  effect.     Inci- 
dentally,  I   was   an   accoimtant   myself.     I   never 
worked  at  it,  but  I  understand  accounting  to  that 
extent. 

Mr.  Tonjes:  I  think  that  is  all  the  questions  T 
have  of  Mr.  Kennedy. 

Redirect  Examination 
By  Mr.  Orem : 

Q.  Did  you  have  any  offers  on  or  about  the  year 
1941  or  [114]  1942  or  later  for  the  sale  of  the 
company,  the  Kennedy  Nameplate  Company? 

A.    Yes,  I  did. 

Q.     Who  made  this  offer? 

A.  It  was  made  by  the  Northern  Engraving 
Company  of  Racine,  Wisconsin. 

Q.  And  when  they  made  this  offer,  did  they 
offer  an>i;hing  to  yourself  and  Mr.  Hayek  to  stay 
on  as  employees?  A.     Yes. 

Q.     Pardon  me.    What  was  the  date  of  this? 

A.  The  spring  of  1943,  I  think,  February  or 
March.    I  am  not  sure. 

Q.  In  connection  with  that  offer,  did  they  at- 
tempt to  make  any  arrangement  to  keep  you  on 
as  an  employee? 

A.     Well,  I  can  reply  to  that 

The  Court:  Not  in  too  many  words  since  the 
question  is  a  direct  one  that  is  being  asked  by  Mr, 
Orem. 

Q.  (By  Mr.  Orem)  :  Give  tlio  details  of  the 
offer. 
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A.  They  called  me  on  the  long  distance  tele- 
phone, called  me  and  asked  if  the  company  was  for 
sale.  After  I  discovered  who  was  talking,  I  said, 
"Let  me  read  you  the  balance  sheet,  and  if  you  are 
talking  that  kind  of  money  then  we  will  talk  tur- 
key." So  I  read  the  balance  sheet  off  over  the  long 
distance  wire  to  this  man.  He  said,  well,  he  [115] 
will  discuss  it  with  his  associate  and  he  will  let  me 
know.  I  put  the  matter  away  in  the  back  of  my 
mind,  because  those  things  have  a  way  of  disappear- 
ing. About  two  weeks  aftei*wards  a  call  came 
through  over  the  long  distance  telephone  and  said 
they  had  given  the  matter  very  thorough  considera- 
tion and  they  would  talk  business  that  would  ap- 
ply to  the  costs  stated  on  the  balance  sheet. 

They  came  out  here  and  I  happened  to  be  at  home, 
I  was  ill  at  the  time,  so  they  came  to  my  house  and 
they  sat  around  discussing  various  things,  and  the 
offer  was  to  buy  a  51  ])er  cent  control  of  the  com- 
pany, and  engage  me  and  Mr.  Hayek  for  two  years, 
and  they  mentioned  the  sum  that  they  were  ready  to 
pay.  They  were  going  to  buy  51  per  cent  of  the 
stock  and  to  keep  me  running  it.  They  did  not  deal 
with  I\Ir.  Hayek,  because  I  wouldn't  commit  myself 
to  takhig  that  amount  for  the  business.  So  that  is 
the  way  we  broke  dov/n,  because  in  the  fii-st  place 
they  were  not  offering  enough  money  for  51  per  cent 
interest,  and  again  I  was  not  going  to  work  myself 
out  of  the  business. 

According  to  the  plan  and  policy  they  contem- 
plated they  were  going  to  send  their  operators  here 
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and  at  the  end  of  the  two  years  they  would  be  the 

true  stockholders  of  the  company. 

Q.     What  compensation  were  you  to  get? 

A.     I  told  them  what  I  was  earning,  that  I  was 
getting  $10,000.00  plus  a  bonus.  [116] 

Q.     Do  you  recollect  what  that  amounted  to  1 

A.    I  told  them  I  was  earning  $17,000.00  a  year. 

Q.    Did  you  tell  them  what  Mr.  Hayek  was  earn- 
ing? A.     The  same.  [117] 

Q.     Now,  one  of  your  customers,  I  believe,  was 
Consolidated  Aircraft. 

A.     Consolidated  Vultee. 

Q.     Consolidated  Vultee,  pardon  me.    They  were 
large  customers  of  yours,  were  they  not? 

A.     They  were  quite  large  customers  during  the 
war. 

Q.     Did  you  make  any  deliveries  of  your  prod- 
ucts to  their  plants  besides  the  one  in  San  Diego  f 

A.     Oh,  yes,  wherever  they  had  a  plant. 

Q.     How  was  that  particular  customer  obtained? 

A.     Well,  I  guess  that  I  obtained  it. 

Q.     What  was  their  procedure  in — first,  state  just 
what  you  did  furnish  them  for  use  in  their  plants. 

A.     We  sold  them  plates  in  quite  large  numbers 
of  various  kinds. 

Q.     Well,  there  is  an  ai^ming  chart  on  that  list. 
Did  you  make  similar  charts  to  that? 

A.     I  did,  yes,  dozens  of  di:fferent  ones. 

Q.     Did  you  make  an}^  money  out  of  that  busi- 
ness? 

A.     In   al]    of   our  aircraft   jobs  we   did  pretty 
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good.  The  work  was  very  highly  specialized,  and 
they  didn't  sa}^  what  the  use  of  the  plate  was  going 
to  be.  They  would  place  the  order  and  he  w^ould 
make  delivery  of  it.  As  soon  as  they  told  me  what 
was  necessary  and  the  number  they  needed,  they 
got  the  plates. 

Q.  Well,  those  charts  that  you  made  for  Con- 
solidated and  some  of  these  other  things,  just  what 
type  of  skill  was  required  in  respect  to  your  em- 
ployees, Just  what  type  of  skill? 

A.  Well,  that  bombing  chart,  you  see,  that  is  a 
machine  that  was  worth  $15.00  apiece,  and  that  is 
about  the  same  as  a  slide  rule,  where  the  slide  op- 
erates in  that  position,  and  it  has  to  be  correctl}' 
made, 

Q.  With  reference  to  the  bombing  chart,  how 
many  processes  did  you  have  to  go  through  and 
what  would  be  included  in  those  processes?  [119] 

A.  Consolidated  Vultee  Aircraft  Company  made 
the  original  office  blue  prints.  They  always  had  the 
Consolidated  man  make  the  drawing  and  called  us  in 
later,  I  visited  the  Consolidated  engineering  depart- 
ment and  we  discussed  the  possibility  of  making  it 
up  as  a  painted  product.  Well,  I  said  it  looks  like 
the  kind  of  a  job  which  would  cost  a  lot  of  money, 
I  am  willing  to  take  that  along  and  see  what  it  costs 
and  we  will  take  a  shot  at  it. 

I  brought  it  back  to  Los  Angeles  to  the  plant  and 
we  talked  it  over  in  consultation  with  Mr.  Hayek, 
and  we  looked  it  over  and  then  we  decided  that  we 
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could  reduce  it  in  cost  by  making  it  out  of  lami- 
nated plastic.  It  is  a  very  complex  job. 

Q.  What  were  the  employees  that  actually 
worked  on  it? 

A.  Well,  our  artist  made  the  drawing  for  the 
chart,  and  he  was  responsible  for  the  accuracy  of 
the  drawing,  and  the  photo-engraver  then  had  the 
job  of  making  each  one  the  right  size. 

Q.     Were  those  unskilled  employees'? 

A.     Oh,  no. 

Q.     Or  are  they  semi-skilled  f 

A.     They  are  skilled. 

Q.  Do  you  have  any  common  labor  at  all  in 
your -plant  ? 

A.  Well,  you  can't  hire  anybody  that  comes  into 
a  nameplate  company  and  expect  him  to  start  doing 
the  work  [120]  properly.  They  are  usually  a  kind  of 
a  tool  maker  or  an  artist,  he  knows  something  about 
his  job  before  he  comes  in  there. 

Q.  In  other  words,  all  your  men  are  skilled  in 
various  parts  of  the  work  in  your  plant? 

A.  Yes,  they  have  to  be  able  to  handle  some 
details  of  it,  at  least. 

Mr.  Orem:     That  is  all. 

Mr.  Tonjes :     No  further  questions. 

The  Court :     We  will  recess  for  ten  minutes, 
(A  short  recess  was  taken.) 

Mr.  Orem:  Mr.  Miller,  will  you  take  the  stand, 
please  ? 
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Whereupon, 

CHARLES  W.  MILLER 

called  as  a  witness  for  and  on  behalf  of  the  Peti- 
tioner, having  been  first  duly  sworn,  was  examined 
and  testified  as  follows: 

Direct  Examination 
By  Mr.  Orem : 

Q.     Will  you  state  your  full  name? 

A.     Charles  W.  Miller. 

Q.     What  is  your  present  business  or  occupation  ? 

A.     I  am  president  of  the  Miller  Dial  and  Name- 
plate  Corporation. 

Q.     Do  you  devote  all  of  your  time  to  that  busi- 
ness? [121]  A.     Yes,  I  do. 

Q.     Is  that  a  corporation?  A.     Yes,  it  is. 

Q.     When  was  it  incorporated? 

A.     It  was  incorporated  on  the  1st  of  January  of 
this  year. 

Q.     Where  is  that  located? 

A.     781  East  Washington  Boulevard. 

Q.     Los  Angeles?  A.     Los  Angeles. 

Q.     N<nv,  prior  to  the  incoi^poration,  what  was 
your  business  connection  ? 

A.     It  was  a  partnership. 

Q.     Under  the  same  name? 

A.     Yes,  the  same  name,  Miller  Dial  and  Name- 
plate  Company. 

Q.     That   corporation    acquired   the    prior    part- 
nership business?  A.     Yes,  it  did. 

Q.     II:nv  long  were  you  a  partner  in  the  Miller 
Dial  and  Nameplate  Company? 
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A.  I  was  a  partner  in  the  Miller  Dial  and  Name- 
plate  Company  since  1939  to,  let's  see,  the  partner- 
ship started  in  1939  and  lasted  throngh  nntil  the 
tirst  of  this  year. 

Q.  Did  you  have  prior  experience  prior  to  1939 
in  the  nameplate  business?  [122] 

A.  Yes,  I  have  had  experience  in  the  nameplate 
and  dial  business  since  1930. 

Q.  Was  that  in  an  executive  or  administrative 
capacity,  that  is,  management "? 
A.  All  except  the  first  two  years. 
Q.  Now,  in  business  in  the  partnership  form  in 
Los  Angeles  during  the  years  1941  and  1942,  dur- 
ing the  years  ended  June  30, 1941,  and  June  30,  1942, 
who- was  your  principal  competitor  in  Los  Angeles 
particularly  in  the  type  of  business  in  which  you 
were  engaged? 

A.     Kennedy  Nameplate  Company. 
Q.     And  are  you  acquainted  with  Mr.  Kennedy 
and  Mr.  Hayek  ?  A.     Yes,  I  have  met  them. 

Q.  Do  you  have  any  personal  knowledge  of  their 
reputation  in  the  nameplate  business? 

A.  They  are  generally  acknowledged  to  be  one 
of  the  finest  houses  on  the  coast. 

Q.  Do  you  have  any  personal  knowledge  of  the 
individuals  with  respect  to  the  business,  do  you  know 
what  Mr.  Hayek's  capacity  is? 

A.  Yes,  I  understand  that  Mr.  Hayek  is  the 
president  of  the  corporation,  that  he  runs  the  shop. 
Mr.  Kennedy  runs  the  office,  very  similar  to  my 
position. 
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Q.  Now,  how  would  your  duties  in  your  business 
compare  [123]  with  those  of  Mr.  Kennedy  in  his? 

A.  Mr.  Kennedy's  and  my  duties  would  be  ex- 
actly the  same.  I  take  care  of  all  the  sales  and  the 
business  administration  of  the  company,  the  same 
as  I  understand  Mr.  Kennedy  does. 

Q.  How  would  Mr.  Hayek's  duties  compare  with 
those  of  any  individual  in  your  firm? 

A.  They  would  be  exactly  the  same  as  my 
brother.  He  takes  care  of  all  production  or  pro- 
duction problems,  handles  the  whole  factory. 

Q.     What  is  his  name? 

A.     John  Dawson  Miller. 

Q.  Was  he  a  partner  in  your  partnership  busi- 
ness? A.     Yes,  he  was  my  partner. 

Q.  And  he  is  an  officer  of  the  present  corpora- 
tion? 

A.  He  is  the  vice-president  of  the  present  cor- 
poration. 

Q.  Now,  assuming  the  following  facts  to  be  true : 
That  Mr.  Joseph  W.  Hayek  had  34  years  of  man- 
agement experience  in  the  nameyilate  business,  that 
he  was  president  of  the  Kennedy  Nameplate  Com- 
pany during  the  year  ending  June  30,  1941,  in  full 
charge  of  all  production  and  technical  activities,  that 
he  engaged  in  no  outside  business  and  worked  from 
12  to  14  hours  per  day  for  five  days  a  week  and  about 
half  that  on  Saturday  of  each  week;  that  the  net 
sales  for  the  company  for  the  year  were  $256,- 
000.00;  that  the  average  number  of  employees  was 
73;  that  the  income  after  all  expenses  [124]  other 
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than  Federal  Income  Tax  was  $46,942.00;  that  the 
invested  capital  of  the  company  was  $67,000.00  at 
the  beginnino-  of  the  year ;  what  would  yon  consider 
that  the  ser\dees  of  Mr.  Hayek  with  Kennedy  Name- 
plate  Company  in  the  year  ended  Jmie  30,  1941, 
were  reasonably  worth? 

Mr.  Tonjos:  I  object  to  the  question,  your 
Honor,  on  the  ground  that  this  witness  has  not  been 
qualified  to  express  an  opinion  as  to  the  fair  value 
of  the  services  of  Mr.  Hayek,  for  the  reason  that  it 
has  not  been  shown  that  he  was  engaged  in  the 
business  in  1941  in  corporate  form,  and  has  not  been 
showTi  to  have  any  personal  knowledge  of  what 
other  organizations  of  a  similar  nature  paid,  or  has 
nof  been  in  any  way  qualified. 

Mr.  Orem :  May  I  ask  a  few  further  qualifying 
questions?  I  will  withdraw  that  question  for  the 
present. 

The  Court:     You  may,  yes. 

Q.  (By  Mr.  Orem):  During  those  years,  Mr. 
Miller,  1941  and  1942,  at  any  time  did  you  con- 
template having  to  engage  somebody  to  take  over 
your  position? 

A.  Yes,  I  was  trying  to  get  someone  to  take  my 
place  so  I  could  go  into  the  Air  Corps. 

Q.     About  what  time  was  that? 

A.     Well,  let's  see,  that  was  in  1942. 

Q.  Now,  was  your  volume  of  sales  in  1941  and 
1942  fairly  [125]  comparable  to  those  of  the  Ken- 
nedy Nameplate  Company? 
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A.  I  didn't  hear  you  mention  the  amount  for 
19 i2.    1941  was  eomparahle. 

Q.  Well,  would  sales  of  1942  of  $370,000.00  be 
fairly  comparable  to  the  sales  of  your  organiza- 
tion? A.     It  would  be  close  to  it,  yes. 

Q.  With  respect  to  engaging  this  individual  to 
take  your  place,  did  you  actually  engage  him? 

A.  Yes,  I  hired  him  on  a  six  months'  trial  to 
try  and  take  my  place,  and  he  worked  for  us  for 
six  months  and  couldn't  do  it,  so  I  couldn't  get 
away. 

Q.  Was  he  the  best  qualified  individual  you 
could  find  on  the  market  in  1942  to  take  your  place  ? 

A.  Yes,  he  was.  He  was  the  west  coast  sales 
manager  for  the  Wayne  Pump  Company.  He  was 
very  well  qualified  as  a  sales  manager,  but  had  no 
knowledge  at  all  of  the  nameplate  business. 

Q.     What  salary  did  you  have  to  ])ay  him? 

A.     $600.00  a  month. 

Q.  And  you  found  he  was  not  qualified  to  take 
your  position? 

A.  That  is  correct.  I  ])aid  his  ex])enses  and 
mine,  but  T  never  did  ^ei  away. 

Mr.  Orem:  I  now  offer  that  question  Mr.  Ton- 
jes  was  objecting  to.  [126] 

Mr.  Tonjes:     I  renew  my  objection. 

The  Court:  I  think  I  will  have  to  sustain  the 
objection.  If  this  witness  had  been  in  a  comparable 
business  during  those  years,  but  I  imderstand  it  was 
a  partnership,  and  they  ]n"obably  didn't  pay  any 
salaries. 
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Mr.  Orem:  I  am  in  a  position  to  show  just 
what  salaries  were  paid  to  Mr.  Miller  by  the  part- 
nership. 

The  Court :  Well  I  think  that  would  be  relevant 
evidence  for  that.  The  two  businesses,  as  I  under- 
stand, are  comparable  in  at  least  the  nature  of  their 
business.  How  did  they  compare  in  point  of  sales, 
volume  of  business? 

Mr.  Orem :  Well,  Mr.  ]V/Iiller  has  stated  that  they 
are  fairly  com])arable.  I  might  ask  him  to  tell  me 
just  exactly  what  their  sales  were,  but  I  didn't  want 
to  pry  into  his  business  if  I  could  help  it. 

The  Court:  Of  course,  your  salaries  are  in  evi- 
dence, admitted  as  to  what  salaries  might  be  paid 
for  their  experience.  There  ought  to  be  some  show- 
ing that  their  volume  of  business  was  comparable 
in  amount  before  it  would  be  worih  much  in  the 
way  of  testimony,  I  think,  but  that  being  shown, 
then  I  think  it  would  be  relevant  to  show  wliat 
salaries  were  paid  to  Mr.  Miller,  who  had,  as  I  un- 
derstand it,  duties  corresponding  to  those  of  Mr. 
Kennedy. 

Q.  CBy  Mr.  Orem)  :  I  want  to  ask  you,  Mr. 
Miller,  just  what  were  your  [127]  sales  for  the  fis- 
cal year  ended  June  30,  1941. 

A.     I  don't  remember  exactly. 

Q.  Can  you  approximate  the  amount?  I  believe 
you  are  on  a  calendar  year  basis,  are  you,  that  is, 
your  books  are  on  a  calendar  year  basis  ? 

A.     Yes,  they  are. 
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The  Court:  I  think  that  wouldn't  make  any  dif- 
ference, 

l^.lr.  Orem:  Yes,  hut  it  might  cause  him  a  little 
trouble  to  estimate  it. 

The  Witness:  Rather  than  guess  at  it,  if  I  can 
use  the  telephone  a  few  minutes  I  will  find  out  ex- 
actly. I  don't  like  to  guess  at  it,  because  I  just  don't 
remember. 

The  Court :  Well,  he  has  a  right  to  do  that  if  he 
can,  because  I  think  in  order  to  testify  as  to  what 
salaries  were  paid  in  his  business,  there  would  have 
to  be  some  showing  as  to  the  volume  of  business 
that  was  transacted.  As  I  miderstand  it,  the  wit- 
ness has  testified  that  the  nature  of  that  business 
was  comparable,  is  that  true? 

The  Witness:  That  is  correct.  Tt  is  identically 
the  same. 

The  Court :  All  right,  we  will  recess  for  five  min- 
utes to  let  him  get  that, 

(A  short  recess  was  taken.) 

Q.  (By  Mr.  Orem)  :  T  will  ask  yon.  Mr.  Miller, 
what  were  the  total  [128]  sales  of  your  company  for 
the  calendar  year  1941? 

A.     Approximately  $156,000.00. 

Q.  And  what  were  your  sales  for  the  calendar 
year  1942?  A.     Approximately  $338,000.00. 

Mr.  Orem :  I  now  offer  the  question  that  I  pre- 
viously asked,  the  hypothetical  question,  once  more. 

Mr.  Tonjes:  I  object  to  the  question,  your 
Honor.  This  witness  has  testified  what  he  would 
have  had  to  pay  to  an  indi\4dual  to  come  in  and  per- 
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form  the  duties  which,  in  his  estimation,  were  com- 
parable to  those  performed  by  Mr.  Hayek,  I  sub- 
mit that  he  is  not  qualitied  to  testify  as  an  expert. 

The  Court:  Well,  he  is  not  asking  the  question, 
as  I  understand  now,  as  to  how  much  was  paid  the 
witness  by  his  own  concern  as  a  salary,  is  that  so? 

Mr.  Orem :  No,  I  didn't.  I  can  ask  that  question, 
however.  The  reason  I  didn't  ask  that  question 
was  that  from  a  tax  standpoint  the  entire  profits  of 
the  partnership  are  taxable. 

The  Court :  That  is  very  true.  However,  I  think 
if  they  had  an  arrangement  to  pay  their  two  men 
that  were  comparable  to  Mr.  Kennedy  and  Mr. 
Hayek,  T  think  maybe  he  might  testify  as  to  what 
salaries  had  been  agreed  upon.  So  far  as  qualify- 
ing this  witness  as  an  expert  for  salaries  paid  [129] 
in  the  industry,  I  don't  think  he  could  do  that.  I 
don't  believe  that  he  would  be  qualified  as  an  expert 
in  that  line. 

Mr.  Orem:  Of  course,  there  are  only  two  firms 
in  that  line  in  Los  Angeles. 

The  Court :  Yes.  Well,  you  might  inquire  if  he 
and  his  brother,  who  held  positions  similar  to  Mr. 
Kennedy  and  Mr.  Hayek,  if  they  had  a  salary  ar- 
rangement, and  if  so,  what  salaries  were  paid  to 
each  by  the  partnership.  I  think  that  might  be  ad- 
missible. 

Mr.  Orem :     Very  well. 

Q.  (By  Mr.  Orem):  For  the  calendar  year 
1941,  Mr.  Miller,  what  were  the  total  salaries  paid 
by  your  firm  to  the  two  partners  ? 
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A.  We  didn't  have  any  standard  salary.  We 
drew  out,  we  made  withdrawals  as  we  needed  it  on 
an  equal  scale. 

Q.  Do  you  know  approximately  what  they  were 
for  1941? 

The  Court:  Well,  I  don't  believe  that  would  be 
of  any  value  to  the  Court,  as  to  what  they  might 
have  drawn,  and  I  am  not  so  sure  that  even  if  they 
had  called  it  a  salary  arrangement  as  a  jjartnership 
it  would  be  relevant.  However,  it  is,  I  think,  a  mat- 
ter of  common  knowledge  that  sometimes  in  part- 
nerships, especially  if  there  are  some  inactive  part- 
ners, those  that  are  active  are  paid  a  salary  as  a 
salary,  and  if  we  had  something  of  that  kind  here  1 
think  it  would  be  admissible,  and  it  might  be  of 
some  advantage  to  the  Court.  But  [130]  appar- 
ently they  didn't. 

The  Witness:  In  1942  we  had,  your  Honor.  In 
1942  we  drew  a  salary. 

The  Court:     Then  you  may  testify  as  to   1942. 

Q.  (By  Mr.  Orem)  :  Very  well.  Whnt  salary 
did  you  draw  during  the  calendar  year  1942? 

A.     I  drew  $24,000.00. 

Q.  What  did  your  brother,  Mr.  Dawson  Miller, 
draw  ? 

A.     Dawson  drew  about  $18,000.00. 

Q.  So  the  total  salaries  of  the  two  individuals 
for  tlie  year  1942  then  would  be  $42,000.00? 

A.     Yes. 

Q.  And  your  sales  for  the  year  were  $320,- 
000.00?  A.     That  is  right,  $338,000.00. 
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Q.  Are  you  familiar  with  the  salaries  paid  to 
executives  in  the  nameplate  industry  generally? 

A.  I  am  familiar  with  those  paid  at  Northern 
Engravi]ig  Company  at  La  Crosse,  Wisconsin,  which 
is  a  good  nameplate  house.  They  have  two  brothers 
there  similar  to  myself  and  my  brother,  and  they 
each  draw  $25,000.00  a  year. 

Q.     And  the  other  firm  you  mentioned? 

A.  Well,  the  Northern  Engraving  Company  and 
I  am  not  familiar  with  those  at  Crowe  Nameplate 
Company.  They  are  the  only  two  large  namei^late 
companies  that  I  am  familiar  with.  [131] 

Q.  We]],  there  are  veiy  few  nameplate  compa- 
nies in  the  country,  is  that  true  ? 

A.  Well,  comparatively  to  other  businesses,  there 
are  few,  yes. 

Q.  And  in  this  vicinity,  are  there  any  other 
nameplate  eomi^anies  at  all  that  are  comparable 
to  Kennedy? 

A.  Well,  I  would  not  say  that  there  are  any 
that  are  comparable.  There  are  a  few  other  small 
houses,  but  there  is  none  that  is  comparable. 

Q.     Thei'e  are  none  any  larger,  are  there "? 

A.     Oh,  no. 

Mr.  Orem:  I  submit  to  the  Court  that  with  only 
two  nameplate  companies  here  it  is  impossible 
for 

The  Court:  Well,  I  think  after  all  that  those 
salaries  paid  by  other  concerns  are  not  so  vP7-y  im- 
portant. The  witness  has  testified  as  to  his  salary 
and  his  brother's  salary  in  1942.    I  have  received 
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that  testimony  for  what  aid  it  may  be  to  the  Court. 
Of  course,  I  think  the  important  things  you  have 
already  covered,  that  is,  the  volimie  of  business  and 
the  profits  of  the  business  and  the  work  that  those 
men  did,  and  all  of  that  addresses  itself  to  the  Court 
as  to  whether  the  salaries  are  reasonable  or  not. 
Anything  else  that  you  may  have  to  offer  that  you 
think  would  be  relevant 

Mr.  Orem :  In  other  words,  the  Court  would  not 
feel  that  the  answer  to  the  hypothetical  question 
would  be  of  any  [132]  particular  value,  if  he  was 
allowed  to  state? 

The  Court:  What  his  opinion  is  as  to  the  rea- 
sonableness of  those  salaries? 

Mr.  Orem:     Yes. 

The  Court:  Well,  I  think  I  will  admit  it,  not- 
withstanding Mr.  Tonjes'  objection,  because  of  his 
familiarity  with  the  business,  and  they  are  located 
here  in  the  same  city,  as  I  understand  it. 

Mr.  Orem :     That  is  true,  quite  close  together. 

The  Court:  Your  question  now,  you  may  exam- 
ine him  on  that  point  that  you  started  on. 

Q.  (By  Mr.  Orem) :  Assuming  the  following 
facts  to  be  true,  Mr.  Miller,  I  will  ask  you  your 
opinion :  Assuming  that  Mr.  Joseph  W.  Hayek  had 
34  years  of  management  experience  in  the  nameplate 
business,  was  president  of  the  Kennedy  Nameplate 
Company  during  the  year  ending  June  30,  1941,  in 
full  charge  of  all  ])roduction  and  technical  activities; 
he  was  engaged  in  no  outside  business,  he  worked 
from  12  to  14  hours  per  day  five  days  per  week 
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and  about  half  that  on  Saturday ;  that  the  net  sales 
of  the  company  for  the  year  were  $256,000.00 ;  that 
the  average  number  of  employees  was  73;  that  the 
net  income  after  all  expenses  other  than  Federal  In- 
come Tax  was  $46,942.00;  the  invested  capital  was 
$67,000.00  at  the  beginning  of  the  year;  in  your  opin- 
ion what  would  you  consider  a  reasonable  [133] 
compensation  for  the  services  of  Mr.  Hayek  to  the 
Kennedy  Nameplate  Company  for  the  year  ended 
June  30, 1941  ?  That  figure  of  $46,942.00  before  Fed- 
eral Taxes,  of  course,  was  after  officers'  salaries  and 
all  other  expenses. 

The  Court :  You  might  first  ask  him  does  he  have 
any  opinion  as  to  what  would  be  a  reasonable  salary 
in  that  connection? 

Mr.  Orem:     Yes. 

Q.  (By  Mr.  Orem) :  Do  you  have  an  opinion  as 
to  what  a  reasonable  salary  would  be,  Mr.  Miller? 

A.     Judging  from  that 

Mr.  Tonjes:     Answer  yes  or  no. 

The  Court:  First,  do  you  have  an  opinion,  be- 
fore you  can  give  it. 

The  Witness:     Yes,  I  have  an  opinion. 

Q.     (By  Mr.  Orem) :     What  is  your  opinion? 

A.     My  opinion  would  be  based  judging  on  hoW' 
much  more  business  they  did  compared  to  what  we 
did,  what  I  received,  I  think  $20,000.00  a  year  would 
be  a  fair  salary  for  the  job. 

Q.  Do  you  base  that  opinion  purely  on  what  you 
yourself  were  receiving?  , 
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A.     On  the  amount   of  his  particular  company 
as  compalpfed  to  our  own.  [134] 
::H5.     In  forming  that  opinion,  do  you  take  into  ac- 
count your  knowledge  of  the  nameplate  industry? 

•  A.     Yes,  because  you  can't  hire  men  to  do  this 
work'.   That  only  comes  through  many  years  of  ac- 
tual 6xpfeHen<;e  in  the  work  itself. 
■•  Q.  'i  Then  assuming  the  following  facts  to  be  true: 
That  W;  J.  Kennedy  was  the  secretary-treasurer  of 
thvKenriody  Nameplate  Company  during  the  year 
ending.  Jime  30,  1941,  in  full  charge  of  the  office, 
finances,  sales,  credits,  advertising,  all  other  activi- 
ties lother  than  production;  he  engaged  in  no  out- 
side business-  but  those  of  management  of  a  con- 
cern in  the  nameplate  business  and  worked  from 
eight  to  ten  hours  per  day  five  days  a  week  and 
about  half  that  on   Saturday,  which  is  about  55 
hours  a  ,>veek,  and  that  the  sales  and  other  finan- 
cial figures  were  just  as  previously  stated  in  my 
previous  question  with  relation  to  Mr.  Hayek  for 
that  same  period,  would  you  have  an  opinion  as  to 
the  reasonable  value  of  the  services  of  Mr.  Ken- 
nedy in  the  Kennedy  Nameplate  Company  for  the 
year  ending  June  30,  1941  ?  A.     Yes. 

Q.     In  your  opinion  what  would  those  services  be 
worth  f 

A.     I  believe  they  would  be  worth  the  same  as 
Mr.  Hayek,  $20,000  a  year. 

Q.     On  what  do  you  base  that  opinion? 

A.     I  base  that  opinion  the  same  as  the  other, 
on  the  [135]  amount  of  experience  required  in  that 
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job  and  the  fact  that  there  is  no  other  man  available 

for  that  type  of  work. 

Q.  Assimiing  similar  facts  for  the  year  endini^ 
Jmie  30,  1942,  with  respect  to  the  hours  of  labor  and 
the  capacity  and  so  forth  of  the  individuals,  but 
with  the  financial  figures  as  follows:  Sales  $364,- 
000,  average  number  of  employees  90,  the  net  income 
after  all  expenses  including  officers'  salaries,  exclud- 
ing federal  income  tax  was  $91,747,  its  invested 
capital  was  $97,000  at  the  beginning  of  the  year;  do 
you  have  an  opinion  as  to  the  value  of  the  services 
of  Mr.  Hayek  and  Mr.  Kennedy  to  the  Kennedy 
Nameplate  Company  for  the  year  ending  June  30, 
1942?  A.     Yes. 

Q.  And  in  your  opinion  what  would  the  serv- 
ices of  each  of  those  men  be  worth  to  the  Kennedy 
Nameplate  Company  for  that  year? 

A.  I  believe  that  due  to  the  increase  of  business 
and  responsibilities,  that  they  should  receive  at  least 
$25,000  apiece. 

Q.  Now,  assuming  that  the  positions  of  either 
Mr.  Hayek  or  Mr.  Kennedy  had  become  vacant  due 
to  the  death  of  either  one  or  any  other  cause  during 
the  years  1941  and  1942,  can  you  estimate  what  sal- 
ary the  Kennedy  Nameplate  Company  would  have 
to  pay  an  individual  capable  of  filling  those  posi- 
tions of  either  of  those  men  ?  [136] 

A.  I  don't  know  where  they  could  find  such  a 
man. 

Mr.   Orem:     That  is  all. 
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Cross-Examiiiation 
By  Mr.  Tonjes : 

Q.  I  believe  you  stated  that  you  would  pay  a 
greater  salary  for  the  year  1942  than  for  the  year 
1941  ?  A.     Yes. 

Q.    Why  would  you  do  that? 

A.  Because  of  the  increased  volume  of  business, 
which  means  a  large  increase  in  the  number  of 
orders  that  each  man  had  to  handle  and  keep  track 
of,  following  them  up,  and  through  my  personal 
experience  of  how  much  pressure  was  put  on  dur- 
ing those  war  years  to  get  out  rush  jobs. 

Q.  Do  you  know  whether  or  not  the  average 
prices  during  1942  were  anywhere  near  in  line  with 
those  in  1941  or  were  they  greater? 

A.     The  prices  of  nameplates,  you  mean? 

Q.     Yes. 

A.  I  imagine  the  price  for  the  individual  name- 
plate  was  lower. 

Q.  You  mean  they  could  put  out  a  nameplnta 
cheaper  in  1942  than  they  could  in  1941? 

A.  I  did  myself.  This  was  due  to  the  use  of 
increased  facilities. 

Q.     And  vohnne  of  production  I  suppose?  [137] 

A.     Right. 

Q.  Do  you  know  whether  or  not  the  major  por- 
tion of  the  increase  in  business  of  nameplate  com- 
panies generally  was  due  to  the  war  activity? 

A.     I  believe  it  was. 

Q.  In  other  words,  the  increase  in  the  volume 
of  business  which  could  be  attributed  to   civilian 
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consumption,  I  guess  you  could  use  that  expression, 
would  be  very  slight,  probably  a  decline,  would  it 
not?  A.     That  is  correct. 

Q.  And  by  and  large  the  business  handled  dur- 
ing the  years  1942  and  1941  as  compared  with  ordi- 
nary years  was  sold  to  a  fewer  number  of  customers 
but  in  larger  volume,  is  that  true? 

A.     Yes,  I  believe  that  would  be  true. 

Q.  That  fact  would  have  some  advantages  with 
regard  to  simplification  of  operations,  would  it  not? 

A.  Well,  not  entirely.  They  had  an  awful  lot 
of  small  orders  for  individual  ships  that  required 
special  handling.  I  would  say  that  we  had  more 
orders  as  well  as  larger  volume  to  handle. 

Q.  You  mean  making  a  greater  variety  of 
products?  A.     That    is    right. 

Q.  Yes,  but  with  regard  to  contacts  such  as  sales 
and  credit  considerations  and  things  of  that  sort^ 
there  was  some  simplification  in  the  operation? 

A.  There  is  a  simplification  of  the  credit,  but 
not  of  the  sales,  because  while  they  didn't  have  to 
go  out  and  contact  for  sales,  they  had  to  :go  riglit 
in  the  engineering  departments  of  the  various  fac- 
tories and  follow  jobs  constantly.  Now  quite  nat- 
urally the  green  engineers  would  draw  up;  jobs  tiiat 
they  evidently  didn't  know  about  from  experience, 
and  we  would  have  to  go  in  Miid  treat  with  them. 

Q.  What  were  the  circinnstanees  in  connection 
with  your  own  business  wliich  prompted  you  to 
change  from  a  method  of  distribution  of  profits  to 
a  salary  for  yourself  and  youi'  brothers?   In  other 
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words,  am  I  correct  in  understanding  this,  that  m 
1941  you  and  your  brother  had  no  salary  arrange- 
ment, merely  a  drawing  account  arrangement,   is 
that  right?  A.     That  is  right. 

Q;    And  in  1942,  you  changed  to  a  system  where 
you^vbuld  draw  a  salary,  you  would  draw  a  certain 

salary  ? 

A.     I  had  some  outside  activities  at  that  time  and 

he  didn't  have  any. 

•'   Q.     t  see.    Was  that  the  reason  why  this  salary 

rhethftd  was  adopted?  A.    Yes. 

^=Q;     Can  you  state  approximately  what  the  profits 

of  the  business  were  during  the   years   1941   and 

1942? 

:    Mr.  Orem:     I  object  to  that  as  being  irrelevant. 

Mr.  Tonjes:  I  think  that  is  a  good  measuring 
stick,  your  Honor,  as  to  the  reasonableness  of  the 
salary.  After  all,  that  is  about  the  best  test  there  is. 

The  Court:     You  mean  in  his  business? 

Mr.  Orem:  You  are  not  testing  the  reasonable- 
ness of  Mr.  Miller's  salary  though,  are  you? 

The  Court:  Well,  I  suppose  you  would  be,  be- 
cause you  are  comparing  it.  It  was  introduced  for 
the  purpose  of  comparison.  I  think  so.  You  may 
answer  that. 

The  Witness :     Our  profits  for  1942  were  $119,000. 

Q.     (By  Mr.  Tonjes):     For  1942? 

A.    Yes. 

Q.     Do  you  recall  what  they  were  for  1941? 

A.     No,  I  don't. 

Mr.  Tonjes:     That  is  all. 
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Mr.  Orem:     That  is  all. 
The  Court:     Very  well. 

(Witness  excused.) 

Mr.  Orem:     I  will  call  Mr.  Thorson  to  the  sland. 
Whereupon, 

CARLISLE  JOHN  THORSON 
called  as  a  witness  for  and  on  behalf  of  the  peti- 
tioner, having  been  first  duly  sworn,  was  examined 
and  testified  as  follows:  [140] 

Direct  Examination 
By  Mr.  Orem: 

Q.     Will  you  state  your  full  name,  please? 

A.     Carlisle  John  Thorson. 

Q.     What  is  your  present  business  connection? 

A.     Corporate  financial  adviser. 

Q.     Just  what  does  that  consist  of,  Mr.  Thorson  ? 

A.  Well  consultation  with  corporations  on 
financial  problems,  analysis,  negotiation  oT  corpo- 
rate financing,  reorganization  work,  negotiating 
loans  and  credit. 

Q.  Does  that  include  any  advice  in  regard  to 
corporate  salaries  of  executives? 

A.  Well,  not  directly  or  specifically,  but  it  is 
involved  m  practically  all  of  my  work  one  way  or 
another. 

Q.  Just  briefly  tell  the  background  of  your  gen- 
eral business  experience  in  the  last  twenty  years 
or  so. 

A.     Well,  I  am  an  attor-ney  by  profession. 
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Q.     In  what  state*? 

A.  Colorado.  I  have  followed  financial  work 
since  graduation  from  college. 

Q.     When  was  that  ?  A.     1914. 

Q.  Well,  I  mean  have  you  been  a  financial  ad- 
viser, independent  financial  adviser,  contmuously? 

A.  No.  I  first  became  associated  with  an  invest- 
ment [141]  baulking  house  having  to  do  with  the 
underwriting  of  securities,  and  then  with  the  First 
National  Bank  in  Denver,  subsequent  to  the  war 
with  the  First  National  Bank  of  Omaha,  and  in 
1922  with  the  California  Bank  of  Los  Angeles. 

Q.  In  1922  with  the  California  Bank  of  Los 
Angeles;  how  long  did  those  services  continue'? 

A.     Until  1928. 

Q.  And  what  was  your  capacity  there  at  that 
bank? 

A.  I  was  treasurer  of  the  bank  and  manager  of 
its  corporate  finance  department. 

Q.  And  in  that  connection  was  part  of  your 
work  reviewing  corporation  balance  sheets  and 
profit  and  loss  statements'? 

A.  Yes,  that  was  incidental  naturally  to  consid- 
ering corporate  finance  and  underwriting  securities, 
corporate  trusteeships. 

Q.     What  happened  after  1928? 

A.  I  left  the  bank  to  engage  in  my  professional 
work  as  a  financial  adviser. 

Q.    That  continued  to  what  date? 

A.  Well,  that  continued  until  the  fall  of  1941, 
when  I  closed  my  office  to  undertake  reorganization 
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of  a  bank.   On  the  completion  of  that  in  1944  I  be- 
came identified  with  the  Air  Corps. 

Q.  From  1941  to  1944  you  were  reorganizing 
that  bank.   What  bank  was  that?  [142] 

A.  San  Diego  Trust  &  Savings  Bank  of  San 
Diego. 

Q.  And  in  connection  with  that  reorganization, 
what  was  your  official  position  there? 

A.     Vice  president. 

Q.  And  what  were  you  vice  president  of,  in 
charge  of  what?  Was  there  a  terminology  there, 
department,  vice  president  in  charge  of? 

A.  Well,  I  can  best  answer  your  question  by 
explainmg  how  I  came  to  go  there  if  that  is  in 
order.  It  is  rather  hard  to  specifically  answer  your 
question.  I  had  been  retained  for  a  period  of  ten 
months  by  the  bank  to  make  an  analysis  of  its  trust 
department,  the  mortgage  loan  department  and  the 
real  estate  department,  and  concluded  with  my  re- 
port making  recommendations  as  to  what  should 
be  done.  The  man  that  was  coming  into  the  bank 
to  carr\^  out  those  recommendations  upon  approval 
of  the  report  was  stricken  with  heart  trouble  and 
I  was  asked  to  come  down  to  carry  on  my  own 
recommendations.  My  going  was  not  with  the 
thought  of  permanency,  but  to  effectuate  the  pro- 
gram contemplated  by  my  recommendations,  I  ha<] 
to  be  an  officer  of  the  bank. 

Q.  Did  you  have  anything  to  do  with  corpora- 
tions and  coi*i3orate  loans,  anything  of  that  sort 
during  those  years? 
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A.  Oh,  yes.  I  was  on  the  commercial  loan  com- 
mittee, executive  committee,  real  estate  loan  com- 
mittee, and  was  in  addition  to  that  the  trust  officer. 

Q.  When  a  corporation  came  in  there  for  a  loan, 
just  what  was  the  procedure? 

A.  It  was  usually  analyzed  by  the  credit  depart- 
ment and  submitted  to  the  commercial  loan  officer 
and  then  in  turn  submitted  to  the  commercial  loan 
committee,  and  then  the  loan  if  made  was  ratified 
by  the  board  of  directors  loan  committee. 

Q.  What  did  you  do  alonp:  the  line  of  those  par- 
ticular loans  in  1941  and  '42,  we  will  say? 

A.  Well,  as  a  member  of  the  commercial  loan 
committee  I  naturally  reviewed  all  the  applications 
that  were  recommended  by  the  loaning  officer. 

Q.  Did  that  include  balance  sheet  and  profit  and 
loss  statement? 

A.     Very  often,  yes,  most  often. 

Q.  Did  the  balance  sheets  include  statements  of 
surplus  and  working  capital  and  those  general 
figures?  A.     Oh,  yes. 

Q.  Did  the  ]n'ofit  and  loss  statements  include 
sales  and  profits  and  officers'  salaries  and  so  forth? 

A.  Ordinarily,  yes.  If  we  had  any  reason  to 
question  salaries  and  the  information  did  not  ap- 
pear specifically,  we  asked  for  a  breakdown. 

Q.  When  you  were  making  a  corporate  loan, 
would  the  trust  company  take  action  with  respect 
to  the  officers'  salaries?  [144] 

A.     Occasionally. 
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Q.  Have  you  ever  fo^md  them  too  low  or  too 
high  in  your  opinion  from  time  to  time? 

A.  You  frequently  find  them  both  ways.  Occa- 
sionally you  are  not  getting  adequate  management 
because  of  too  low  salaries  and  banks  sometimes 
qualify  the  granting  of  a  loan  upon  getting  more 
competent  management.  All  other  times  you  do 
occasionally  find  salaries  out  of  line. 

Q.  About  how  many  balance  sheets,  profit  and 
losses  statements  of  various  corporations  showing 
officers'  salaries  did  you  review  during  1941  and 
1942?  A.     That  would  be  hard  to  say. 

Q.     Well,  just  roughly. 

A.     I  cannot  recall  that. 

Q.     Would  it  be  10  or  5. 

A.  Well,  it  wasn't  a  very  large  commercial  bank, 
as  far  as  commercial  loans  go.  I  presume  in  a 
period  of  a  couple  of  years  maybe  150  to  200  of 
those  commercial  loans  were  analyzed  thoroughly. 
You  only  use  the  balance  sheet  and  profit  and  loss 
statement  method  when  it  is  a  loan  of  some  sub- 
stantial size. 

Q.  Now,  taking  your  entire  experience  from 
1922  when  you  went  into  the  CalifoiTiia  Bank  cor- 
poration department  up  to  the  present  time,  how 
many  balance  sheets  and  profit  and  loss  statements 
of  corporations  showing  officers'  salaries  [145]  do 
you  estimate  that  you  have  reviewed,  if  you  can 
make  such  an  estimate? 

A.  Well,  it  would  be  just  a  wild  guess,  Mr. 
Orem.    I   daresay   I  have   analyzed    the   organiza- 
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tional  setup  of  more  companies  since  I  have  been 
practicing  for  myself  than  I  did  while  with  either 
bank,  because  usually  those  transactions  are  screened 
before  I  get  to  them,  the  credit  department  screened 
out  those  applications. 

Q.  Well,  I  mean  since  you  were  in  the  course  of 
your  practice;  how  many  years  by  the  way  have 
you  practiced  as  a  financial  adviser? 

A.  Thirteen  years  before  the  war  and  then  I 
just  resumed  now  in  the  last  six  months. 

Q.  During  that  time  about  how  many  corjiorate 
balance  sheets  and  profit  and  loss  statements  have 
you  examined? 

A.  Oh,  a  wild  guess  would  be  three  or  four 
himdred. 

Q.     Were  they  in  various  types  of  industry? 

A.     Varied,  yes,  widely  diversified. 

Q.  You  have  had  some  opportunity  of  judging 
the  amoimt  of  coi*porate  salaries  paid  in  San  Diego 
durmg  1941  and  '42  and  comparing  them  with  Los 
Angeles,  haven't  you? 

A.  Well,  I  had  no  occasion  during  1941  and  1942 
to  make  comparisons  with  Los  Angeles,  if  that  is 
what  youT'  question  contemplates.  Did  you  ask  if 
I  had  occasion  to  make  comparisons?  [146] 

Q.  I  mean  with  salaries  at  San  Diego  compared 
to  Los  Angeles,  whether  they  were  actually  higher 
or  actually  lower. 

Mr.  Tonjes:     Do  you  know? 

The  Witness:     Frankly  I  do  not  know. 
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Q.  (By  Mr.  Orem) :  You  have  been  in  this 
courtroom  since  this  case  started  this  morning'? 

A.    Yes. 

Q.     Continuously?  A.     Yes,  sir. 

Q.  Have  you  listened  to  all  the  questions  that 
the  counsel  have  asked  and  the  answers  of  the  sev- 
eral witnesses?  A,     Yes. 

Q.  And  did  you  hear  the  hypothetical  questions 
that  were  asked  of  Mr.  Miller?  A.     Yes. 

Q.  Now,  should  I  ask  you  the  same  hypothetical 
questions,  do  you  have  an  opinion  as  to  the  value 
of  the  services  of  Mr.  Kennedy  and  Mr.  Hayek  or 
either  of  them  to  the  Kennedy  Nameplate  Company 
for  the  years  ending  June  30,  1941,  and  Jime  30, 
1942,  or  either  year?  A.     Yes. 

Q.  Will  you  state  what  in  your  opinion  the 
services  of  Mr.  Joseph  Hayek  were  woi-th  to  the 
Kennedy  Nameplate  Company  [147]  in  the  year 
ending  June  30,  1941? 

Mr.  Tonjes:  I  object  to  the  question,  if  youi- 
Honor  please,  for  the  reason  that  this  witness  is 
not  qualified.  I  think  Mr.  Kennedy  and  Mr.  Miller 
both  emphasized  the  fact  that  this  nameplate  busi- 
ness was  a  highly  technical  business  and  the  ordi- 
nary business  experience  of  a  person  would  have 
veiy  little  bearing  on  making  him  qualified  to  be 
the  operator  of  a  nameplate  business,  and  this  wit- 
ness has  not  shown  that  he  has  any  knowledge  of 
any  corporate  or  organization  activity  in  the  name- 
plate  business.  Until  that  is  shown  I  submit  he 
is  not  qualified  to  express  any  opinion. 
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The  Court:  I  think  I  will  have  to  ynrstain  that 
objection.  It  seems  to  me  that  this  witness,  as  a 
corporation  adviser,  doubtless  does  have  quite  a 
good  deal  of  information  as  to  what  different  cor- 
porations pay,  but  I  think  it  is  so  well  known  that 
the  Court  will  take  judicial  notice  that  there  is  no 
uniformity  of  salary,  one  industry  mis'ht  ])ay  a 
great  deal  more  in  proportion  than  another  and  it 
seems  to  me  that  in  order  to  qualify  this  witness 
as  an  expert  and  to  entitle  him  to  give  the  Court 
an  opinion  as  to  whether  he  regarded  the  salary 
paid  Mr.  Kennedy  and  Mr.  Hayek  as  reasonable,  he 
would  have  to  have  knowledge  of  that  sort  of  busi- 
ness and  have  a  good  deal  of  familiarity  with  that 
sort  of  business.  I  don't  think  this  witness  has. 
He  has  a  general  knowledge  dou])tless  of  corpora- 
tion reorganization  and  cor|)orate  business.  [148] 
I  think  I  will  have  to  sustain  that  objecti(Mi,  j\lr. 
Orem. 

Mr.  Or-em :     I  ask  that  an  exception  be  noted. 

The  Court:     Yes. 

Mr.  Orem:  Of  course  it  is  a  matter  of  opinion 
really  as  to  whether  a  man  with  better  knowledge 
could  qualify  on  this. 

The  Court:  Yes.  Well,  that  is  a  question  for 
the  Court.  I  would  not  be  entirely  free  fi-om  doubt. 
I  think  that  at  best  expert  testimony  is  not  as 
valuable  to  the  Court  as  the  testimony  as  to  what 
this  man  did  and  the  volume  of  business  and  the 
earnings  that  came  in.  That  after  all  is  more 
valuable  to  the  court  than  anything  else.   I  have  of 
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course  a  willingness,  counsel,  to  receive  expert  testi- 
mony for  whatever  it  may  be  worth  to  the  Court 
in  weighing  the  facts,  but  I  think  it  involves  a 
certain  amount  of  experience  and  knowledge  of  the 
business  in  order  to  qualify  the  witness  to  give 
testimony  that  would  be  of  value. 

Mr.  Orem :  I  am  of  course  submitting  Mr.  Thor- 
son as  a  witness  with  financial  experience  and  with 
a  general  knowledge  of  salaries. 

The  Court:     Yes. 

Mr.  Orem:  In  the  industrj^  in  general,  not  in 
this  particular  industry. 

The  Court:  Yes,  but  I  think  I  will  have  to — 
my  best  judgment  would  be  not  to  admit  it. 

Q.  (By  Mr.  Orem):  Now,  Mr.  Thorson,  have 
you  had  any  experience  in  the — do  you  have  any 
knowledge  of  the  salaries  paid  in  the  plating  in- 
dustry? A.     Not  specifically,  no. 

Q.     Or  in  metal  fabrication'? 

A.  Well,  to  some  extent  metal  fabiication,  yes, 
not  specifically.  However,  I  have  had  occasion  to 
process  a  metal  fabrication  company. 

Q.     What  type  of  metal  fabrication,  what  types? 

A.  Aii'plane  manufacture  for  one,  furniture, 
metal  furniture. 

Mr.  Orem:     That  is  all. 

The  Court:  I  admitted  the  testimony  of  Mr. 
Miller  because  he  was  familiar  with  the  industry 
and  had  knowledge  of  it. 

Mr,  Orem :  In  other  cases  I  have  had  the  testi- 
mony of  bankers  admitted  with  genei'al  kn<:)wledge, 
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somewhat  similar  experience.    Of   course,   still   as 

you  say  it  is  just  a  matter 

The  Court:  Yes.  I  think  with  all  due  respect 
to  the  witness  that  his  opinion  could  not  help  the 
court  very  nnich,  even  if  it  was  expressed,  because 
of  his  lack  of  knowledg'e  of  this  specific  business. 

Q.  (By  Mr.  Orem) :  You  don't  have  any  i)ar- 
ticular  knowledge  of  the  nameplate  business?  [150] 

A.     I  do  not. 

Mr.  Orem:     Very  well,  that  is  all. 

Mr.  Tonjes:     No  questions. 

(Witness  excused.)  [151] 

JOSEPH  W.  HAYEK 

called  as  a  witness  for  and  on  behalf  of  the  Peti- 
tioner, having  been  first  duly  sworn,  was  examined 
and  testified  as  follows : 

Direct  Examination 
By  Mr.  Orem: 

Q.     Please  state  your  full  name  ? 

A.    Joseph  W.  Hayek. 

Q.  What  office  do  you  hold  at  the  present  time 
in  the  Kennedy  Nameplate  Company? 

A.     President. 

Q.  How  long  have  you  continuously  held  that 
office? 

A.     Since  1923,  since  it  was  incorporated. 

Q.  Have  you  also  been  a  director  of  the  company 
since  that  date?   1923?  A.     Yes. 

Q.     At  any  time  from  1923  to  the  present  time, 
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did  you  devote  any  portion  of  yonr  time  to  any  other 
business  than  the  Kennedy  Nameplate  Company? 
A.     No.  [152] 

Q.  Win  you  please  state  the  extent  of  your  tech- 
nical education? 

A.  Well,  I  went  to  gymnasium  school  in  Czecho- 
slovakia, studied  chemistry  and  mathematics.  Then 
I  took  a  course  for  two  years  at  the  Cal  Te^^h  here, 
and  in  1908  I  started  the  nameplate  industry  be- 
cause that  was  something  new  that  was  brought  to 
this  country  in  1906,  and  I  was  very  much  inter- 
ested ])ecause  it  took  so  much  chemical  information 
to  do  it.  In  1909  I  took  charge  of  the  Crowe  Name- 
plate  &  Engraving  Plant  in  Chicago,  just  a  small 
plant  at  that  time. 

In  1912  I  started  Greenduck  Company  nameplate 
department.  In  1914  I  took  charge  of  the  Chrysler 
nameplate  in  Chicago.  In  1915  I  went  to  Minne- 
apolis and  took  charge  of  the  Sagei-  Manufacturing 
Company.  In  1917  or  '18  I  started  in  business  for 
myself,  until  1921  when  I  sold  to  Mr.  Kennedy  and 
his  unele.  They  moved  the  plant  to  Los  Angeles, 
and  I  came  out  here  and  I  bought  out  Mr.  Ken- 
nedy's uncle,  and  in  1923  we  were  incorporated. 

Q.  From  1907  to  1946,  most  of  the  time  were 
you  engaged  in  any  other  business  except  the  name- 
plate  business?  A.     No. 

Q.  You  put  your  entire  business  experience  from 
1907  to  this  date  as  being  in  the  nameplate  business? 

A.     That  is  right. 

Q.     And  now  prior  to  your  association  with  the 


156  Kennedy  Name  Plate  Co.  vs. 

(Testimony  of  Joseph  W.  Playek.) 
Kemiedy  [153]  Nameplate  Company,  did  you  have 
any  offers  from  any  other  companies  of  salaried 
positions  in  the  nameplate  business? 

A.  In  January,  1930,  I  was  in  Chicago  and  the 
Crowe  Namei)late  &  En^ravini!:  Company  whom  I 
worked  for  in  1909,  '10  and  '11,  made  me  an  offer 
to  take  charge  of  their  nameplate  department,  out- 
side of  the  die  making  department,  and  at  a  salary 
of  $12,000  a  year  plus  20  ])er  cent  of  the  scrap,  with 
a  contract  for  five  years  if  I  desired,  and  I  could 
have  a  contract  for  any  length  of  time.  They  of- 
fered to  buy  the  Kennedy  Nameplate  out  at  that 
time, 

Mr.  Orem : .  For  the  record  the  name  of  the  Crowe 
Nameplate  Company  is  C-r-o-n-a-m-e  ? 

The  Witness:     C-r-o-w-e. 

Q,  (By  Mr.  Orem) :  Did  you  have  any  offers 
from  any  other  companies? 

A.  Yes,  I  had  prior  to  that,  a  year,  aroimd  that, 
a  firm  out  in  Middleboro.  Massachusetts,  Colonial 
Brass  Company,  Middleboro,  Massachusetts,  at  a 
salary  of  $7500  a  year.    That  was  in  1921  or  '2. 

Q.  When  you  were  with  this  Crowe  Nameplate 
Company  that  you  described,  about  how  many  em- 
ployees did  they  have? 

A,  When  I  first  started  there  we  had  only  about 
six. 

Q.  And  do  yon  know  how  many  employees  that 
firm  has  now? 

A.  They  have  over  3,000  employees  at  the  pres- 
ent time.  [154] 
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Q.  As  president  of  the  Kemied}^  Nameplate 
ComiDany  during  the  years  ending  June  30,  1941, 
and  June  30,  1942,  just  what  were  your  duties? 
What   did   you   do   during   those   years? 

A.  My  duties  was  complete  charge  of  production. 
In  the  nameplate  business  there  are  at  least  ten 
very  important  different  trades  hired,  and  I  have 
to  watch  that  production  from  the  art  department 
and  the  die  making  and  engraving  and  shearing, 
packing  and  eveiything,  the  whole  production, 

Q.  Just  how  many  different  processes  are  there 
in  production? 

A.  Wei],  there  is  the  art  department  and  photo- 
graphic department,  there  is  the  lithographic  de- 
partment, there  is  the  etching,  there  is  plating,  there 
is  shearing,  there  is  die  making,  punch  press  opera- 
tions, and  engraving. 

Q.     You  are  in  charge  of  all  those  departments? 

A.     Yes,  and  the  deealcomania  department. 

Q.  During  your  emph^yment  v/ith  the  Kennedy 
Nameplate  Company,  have  you  perfected  any  new 
processes  of  manufacture  or  techniques? 

A.  Many  of  them.  Every  few  months  we  have 
to  get  something  new.  That  is  my  end  of  the  busi- 
ness. 

Q.  Will  you  describe  what  new  processes  or 
techniques  you  did  devise? 

A.  Well,  first  I  set  up  the  repeat  camera  on  our 
£155]  negatives,  instead  of  making  so  many  prints 
on  paper  and  pasting  them  up  and  photographing 
them,  we  just  make  a  negative,  and  to  make  it  I 
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made  my  multiplying  camera  where  you  put  the 

negative  in  there  and  multiply  it  like  that. 

Then  in  the  etching  and  in  the  lithographic  de- 
partment where  there  is  about  thirty-two  operations 
to  completely  finish  the  article,  we  eliminate  pow- 
dering, painting,  fixing  and  baking  on  certain  jobs, 
and  our  plating  we  have  a  setoff  process  and  on 
plating  colors,  there  are  three  or  four  different  ways 
to  i)late  colors,  and  where  we  used  to  put  them  in 
with  a  little  brush,  we  spray  them  in  or  lithograph 
the  colors  in.  In  etching  we  deviated  from  the  regu- 
lar I'outine  zinc  process  in  order  to  get  the  electro- 
chemical process,  and  that  didn't  work  out  very 
good  and  a  new  process  was  proposed  on  that  by  us. 

In  the  die  making  department,  we  make  quite  an 
improvement  in  making  dies  by  saving  time,  instead 
of  making  a  regular  layout  we  make  our  layout  by 
photographic  processes. 

In  the  engraving  department  we  improve  it  by 
setting  up  type  in  a  straight  line,  and  we  make  an 
attachment  whereby  we  can  put  the  same  straight 
line  on  a  curve  on  a  plate,  something  where  the 
manufacturer  of  the  engraving  machine  made  the 
remark  it  was  impossible.  I  spent  a  lot  of  my  time 
extra  on  different  chemicals  to  oxidize  special  met- 
als, instead  of  using  color  for  plating  process  we 
use  oxdizing  [156]  solution  whereby  we  can  oxidize 
a  hundred  or  a  hundred  and  twenty  pieces  at  one 
time  and  take  maybe  ten  minutes  whei'eby  spraying 
it  would  take  maybe  four  or  five  hours. 

Our  oxidizing  zinc,  which  was  impossible  to  do 
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until  several  years  ago,  when  I  got  a  solution,  and 
we  are  the  only  firm  on  the  West  Coast  that  does 
anything  like  that. 

And  then  during  the  war  I  had  to  work  out  proc- 
esses for  plasties  and  fibre,  fluorescent  plates,  we 
worked  them  out  in  our  plant,  and  many  others  that 
I  can't  remember. 

Q.      How  many  hours  per  day  do  you  work? 

A.  Well,  I  am  the  first  one  in  in  the  morning,  I 
I)ut  in  twelve  to  fourteen  hours  a  day  and  Saturday 
about  six,  and  many  times  I  worked  there  on  Sim- 
day  during  the  war,  when  there  was  something  that 
was  very  important,  I  worked  there  more  than 
once,  worked  all  night,  just  to  get  through  because 
our  work  can't  depend  on  a  helper  and  too  many 
different  processes  they  go  through,  I  have  to  watch 
for  a  certain  amount  of  time  one  process  one  eve- 
ning. By  going  through  every  department  in  that 
way  having  to  watch  everything  I  have  to  be  there. 

Q.  During  the  _years  1941  and  1942,  just  what 
hours  did  you  work  every  week  on  an  average? 

A.     I  would  say  about  70  or  75  hours  a  week. 

Q.  How  did  those  hours  compare  with  those  that 
you  worked  in  1940  and  1939? 

A.  Well,  T — 1939  I  didn't  work  quite  as  many 
hours.  [157] 

Q.     About  how  many  hours  did  you  work  in  1939  ? 

A.  Oh,  I  worked  about  nine  hours  a  day  five 
days  a  week,  eight  to  nine  hours  a  day. 

Q.     In  1940  how  many  hours? 

A.     1940  because  we  had — well,  in  1940  we  started 
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to  work  in  aircraft  production  for  France  and  Rus- 
sia, and  at  that  time  we  had  to  do  a  lot  of  experi- 
menting and  a  lot  of  work  that  was  in  a  hurry,  so  I 
spent  quite  a  hit  of  time  there. 

Q.  What  com]:)ensation  did  you  receive  for  your 
service  from  the  Keimedy  Name])late  Company  for 
the  year  endino-  June  30,  1940?  A.     $17,000. 

Q.     Foi-  the  year  ending  June  30,  1942? 

A.     The  same  thing. 

Q.  And  did  you  also  receive  some  proceeds  from 
the  sale  of  scrap  in  those  two  years? 

A.     Yes,  I  did,  yes. 

Q.  You  received  the  amounts  that  are  shown  in 
the  tax  returns?  A.     Yes,  that  is  right. 

Q.  For  those  years,  in  the  individual  tax  returns 
for  yourself  and  Mrs.  Hayek? 

A.     That  is  right. 

Q.  And  what  did  you  consider  that  sum  that  you 
received  [158]  from  the  sale  of  scrap  to  be,  what 
nature  ? 

A.  Well,  I  didn't  give  it  any  consideration.  I 
figured  it  was  pin  money,  because  everywhere  I  ever 
worked  T  always  got  the  scrap  or  a  certain  part  of 
the  scrap.  When  I  was  offered  the  job  there  by 
Crowe  Nameplate  in  1930  my  salary  was  $12,000 
a  year  plus  20  per  cent  of  the  scrap,  and  in  1916 
when  I  was  working  at  the  Sager  Manufacturing 
in  Minneapolis,  my  salary  was  $4420  plus  the  scrap 
of  all  metal  except  silver,  sterling  silver. 

Q.  Ncnv,  you  have  known  Mr.  Kennedy  I  believe 
since  1921  ?  A.     That  is  right. 
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Q.  You  have  been  associated  with  him  in  busi- 
ness since  that  time?  A.     That  is  right. 

Q.  Have  you  had  an  opportunity  to  observe  his 
qualifications'?  A.     That  is  right. 

Q.  Do  you  know  what  salary  he  received  from 
the  company  in  1941  and  1942  f 

A.     That  is  right. 

Q.  Have  you  an  opinion  as  to  whether  he  rea- 
sonably earned  that  amount  of  money  or  not? 

A.     I  should  think  he  did.  [159] 

Q.  You  tell  me  you  got  an  offer  of  employment 
from  the  Crowe  Nameplate? 

A.     Crowe  Nameplate  &  Engraving  Company. 

Q.     When  did  you  ge\  that  offer? 

A.     In  January,  1930,  during  the  depression. 

Q.  Do  you  know  how  big  an  organization  that 
was  in  1930  or  at  about  the  time  they  made  the 
offer? 

A.  At  that  time  they  made  the  offer  they  em- 
ployed about  six  hundred  people.  [160] 

Q.     About  six  Inmdred? 

A.  Yes.  I  was  supposed  to  be  in  full  charge  of 
the  nameplate  de])artment,  for  they  wanted  to  get 
their  nameplate  into  right  production. 

Q.  Do  you  know  how  many  people  they  had  en- 
gaged in  the  nameplate  department  of  which  you 
were  to  take  charge? 

A.     I  couldn't  say.  About  80  or  100. 

Q.     You  say  they  offered  you  how  much  money? 

A.  $12,000  a  year  plus  20  per  cent  of  the  scrap 
and  thereafter  I  could  write  my  own  contract  for 
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five  years  or  didn't  have  to  wait  on  them  if  there  is 

anything  I  wanted. 

Q.     You  don't  know  how  much  their  sales  were? 

A.     No,  I  don't. 

Mr.  Tonjes:     That  is  all,  I  think.  [161] 
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DESIGNATION  OF  CONTENTS  OF  RECORD 
ON  REVIEW 

To  the  Clerk  of  the  Tax  Court  of  the  United  States: 

You  will  please  prepare,  transmit  and  deliver  to 
the  Clerk  of  the  I"''nited  States  Court  of  Appeals  for 
the  Ninth  Circuit  copies  duly  certified  as  correct 
of  the  following  documents  and  records  in  the  above- 
entitled  cause  in  connection  with  the  petition  for  re- 
view heretofore  filed  by  Kennedy  Name  Plate  Com- 
pany : 

(1)  The  docket  entries  of  all  proceedings  before 
the  Tax  Court. 

(2)  Pleadings  before  the  Tax  Court,  as  follows : 

(a)  Petition. 

(b)  Answer, 

(3)  The  memorandum  findings  of  fact  and  opin- 
ion of  the  Tax  Court. 

(4)  Petitioner's  motion  to  vacate  and  set  aside 
the  memorandum  findings  of  fact  and  opinion. 

(5)  Order  denying  motion  to  vacate  and  set 
aside  memorandum  findings  of  fact  and  opinion 
heretofore  entered. 
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(6)  The  decision  of  the  Tax  Court  under  Rule 
50  entered  July  30,  1947. 

(7)  The  petition  for  review.  [162] 

(8)  Notice  of  filing  petition  for  review. 

(9)  From  the  official  transcript  of  oral   testi- 
mony the  following : 

(a)  Index. 

(b)  Proceedings  from  Page  1  to  and  in- 
eluding  line  8  on  page  6. 

(c)  That  testimony  of  William  James  Ken- 
nedy which  begins  on  Page  15  at  line  2  to  and 
including  line  20  on  pag'e  39. 

(d)  That  testimony  of  William  James  Ken- 
nedy which  begins  on  page  79  at  line  11  to  and 
including  line  3  on  page  97. 

(e)  That  testimony  of  William  James  Ken- 
nedy which  begins  on  page  106  at  line  19  to 
and  including  line  4  on  page  114. 

(f )  That  testimony  of  William  James  Ken- 
nedy which  begins  on  page  116  at  line  16  to 
and  including  line  11  on  page  119. 

(g)  That  testimony  of  Charles  W.  Miller 
which  begins  on  page  119  at  line  12  and  ends 
upon  page  138  at  line  19. 

(h)  That  testimony  of  Carlisle  John  Thor- 
son  which  begins  on  page  138  at  line  20  and 
ends  upon  page  149  at  line  4. 

(i)  That  testimony  of  Joseph  W.  Hayek 
which  begins  on  page  150  at  line  6  to  and  in- 
cluding line  24  on  page  157. 

(j)     That  testimony  of  Joseph  W.   Hayek 
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which  begins  on  page  170  at  line  17  to  and  in- 
chiding  line  11  on  page  171. 
(10)     This  designation  of  contents  of  record  on 
review. 

/s/  PRESTON  D.  OREM. 

Counsel  for  Petitioner. 
Personal  service  of  the  foregoing  designation  is 
hereby  acknowledged  as  having  been  made  this  13th 
day  of  November,  1947. 

/s/  CHARLES  OLIPHANT,     CAR, 
Chief  Counsel,  Bureau  of 
Internal  Revenue, 
Counsel  for  Respondent. 
[Endorsed] :     Filed  Nov.  24.  1947.  [163] 
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CERTIFICATE 

I,  Victor  S.  Mersch.  clerk  of  The  Tax  Court  of 
the  United  States,  do  hereby  certify  that  the  fore- 
going pages,  1  to  163,  inclusive,  contain  and  are  a 
true  coijy  of  the  transcript  of  record,  papers,  and 
proceedings  on  file  and  of  record  in  my  office  as 
called  for  by  the  Praecipe  in  the  appeal  (or  ap- 
peals) as  above  numbered  and  entitled. 

In  testimony  whereof,  I  lierennto  set  my  hand 
and  affix  the  seal  of  The  Tax  Court  of  the  United 
States,  at  Washington,  in  the  District  of  Columbia, 
this  2.Stli  day  of  November,  1947. 

[Seal]        /s/  VICTOR  S.  MERSCH,     EMT 

Clerk,  The  Tax  Court  of  the 
United  States. 
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[Endorsed]:  No.  11804.  United  States  Circuit 
Court  of  Appeals  for  the  Ninth  Circuit.  Kennedy 
Name  Plate  Company,  a  Corporation,  Petitioner,  vs. 
Commissioner  of  Internal  Revenue,  Respondent. 
Transcript  of  the  Record.  Upon  Petition  to  Review 
a  Decision  of  The  Tax  Court  of  the  United  States. 

Filed:     December  2,  1947. 

/s/  PAUL  P.  O'BRIEN, 
Clerk  of  the  United  States  Circuit  Court  of  Appeals 
for  the  Ninth  Circuit. 


In  the  United  States  Circuit  Court  of  Appeals 
for  the  Ninth  Circuit 

Docket  No.  11804 

KENNEDY  NAME  PLATE  COMPANY, 

Petitioner, 

vs. 

COMMISSIONER  OP  INTERNAL  REVENUE, 

Respondent. 

STATEMENT  OF  POINTS  FOR  PETITIONER 
AND  DESIGNATION  FOR  PRINTING 
UNDER  SUBDIVISION  6  OF  RULE  19 

Points  on  Appeal 

(1)  The  Tax  Court  of  the  United  States  erred  in 
failing  to  allow  as  a  deduction  under  section  23 
(a)(1)(A)  Internal  Revenue  Code,  as  reasonable 
compensation  for  services  rendered  by  its  two  offi- 
cers any  amount  in  excess  of  the  regular  salaries 
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paid  each  year  in  the  total  amount  of  $24,000.00 
plus  proceeds  from  the  scrap  sales. 

(2)  The  Tax  Coui-t  erred  in  holding  that  the 
payments  of  the  bonuses  to  the  two  officers  in  the 
total  amount  of  $10,000.00  for  each  year  were  in  the 
nature  of  dividend  distributions  on  stock  and  not 
deductible  by  petitioner  as  ordinary  and  necessary 
expenses  under  section  23  (a)(1)(A)  of  the  Inter- 
nal Revenue  Code. 

(3)  The  Tax  Court  erred  in  finding  that  there 
were  deficiencies  for  the  taxable  years  ended  June 
30,  1941,  and  June  30,  1942,  in  lieu  of  a  determina- 
tion that  there  were  no  income  taxes,  declared  value 
excess-profits  taxes  and  excess  profits  taxes  due  from 
the  petitioner  for  the  two  years  in  controversy. 

(4)  The  Tax  Court  erred  in  declining  to  grant 
petitioner's  motion  to  vacate  and  set  aside  the  memo- 
randum, findings  of  fact,  and  opinion  on  the  grounds 
that  the  Tax  Court  had  not  complied  with  the  provi- 
sions of  the  Administrative  Procedure  Act.  (Chap- 
ter 324— Public  Law  404.) 

(5)  There  was  no  substantial  evidence  to  justify 
the  findings  of  the  Tax  Court  within  the  provisions 
of  the  Administrative  Procedure  Act,  and  more  par- 
ticularly Section  10(e)  of  said  Act. 

(6)  The  Tax  Court  erred  in  not  giving  full  faith 
and  credit  to  the  resolution  of  the  Board  of  Direc- 
tors of  ])etitioner,  adopted  at  the  regular  meeting  of 
said  Board  on  June  11,  1941,  voting  bonuses  of 
$5,000  each  to  the  two  oflficei"s  of  petitioner. 


Commissioner  of  Internal  Revenue  167 

(7)  The  Tax  Court  erred  in  declining  to  give 
proper  weight  to  the  testimony  of  Charles  N.  Miller 
with  respect  to  the  reasonableness  of  the  compensa- 
tion paid  by  petitioner  to  its  two  principal  officers. 

Designation  for  Printing 

Petitioner  designates  for  printing  the  entire  cer- 
tified transcript  as  prepared  by  the  Tax  Court  of  the 
United  States. 

/s/  PRESTON  D.  OREM, 

Counsel  for  Petitioner. 

Personal  service  of  the  foregoing  Statement  of 
Points  for  Petitioner  and  Designation  for  Printing 
under  Subdivision  6  of  Rule  19,  is  hereby  acknowl- 
edged as  having  been  made  this  10th  day  of  De- 
cember, 1947. 

/s/  THERON  L.  CANDLE, 

Assistant  Attorney  General, 
Counsel  for  Respondent. 

[Endorsed]:     Filed  Dec.  16,  1947. 
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No.  11804 
IN  THE 


United  States  Circuit  Court  of  Appeals 


FOR  THE  NINTH  CIRCUIT 


Kennedy  Name  Plate  Company,  a  corporation, 

Petitioner, 


vs. 
Commissioner  of  Internal  Revenue, 


Respondent. 


PETITIONER'S  OPENING  BRIEF. 


Jurisdictional  Statement. 

This  is  a  petition  for  a  review  of  a  decision  of  The  Tax 
Court  of  the  United  States  entered  upon  July  30,  1947, 
determining-  deficiencies  in  income  taxes  of  petitioner  for 
the  taxable  years  ended  June  30,  1941,  and  June  30,  1942, 
in  the  respective  amounts  of  $2,083.19  and  $1,413.68;  de- 
ficiencies in  the  declared  value  excess  profits  taxes  of  peti- 
tioner for  the  taxable  years  ended  June  30,  1941,  and 
June  30,  1942,  in  the  respective  amounts  of  $1,320.01  and 
$1,320.00;  and  deficiencies  in  excess  profits  taxes  of  peti- 
tioner for  the  taxable  years  ended  June  30,  1941,  and 
June  30,  1942  in  the  respective  amounts  of  $2,023.31  and 
$4,119.75.     [Tr.  p.  69.] 

The  Tax  Court  of  the  United  States  had  jurisdiction  of 
the  controversy  between  the  parties  hereto  under  the  pro- 
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visions  of  Section  272  (a)    (1)  of  the  Internal  Revenue 
Code. 

The  petitioner  is  a  California  corporation.     [Tr.  p.  5.] 

The  pleadings  necessary  to  show  the  jurisdiction  of 
The  Tax  Court  of  the  United  States  are  the  Petition 
[Tr.  pp.  4-.29]  and  the  Answer.     [Tr.  pp.  29-30.] 

The  petitioner's  corporation  income  and  excess  profits 
tax  returns  for  the  fiscal  years  ended  June  30,  1941,  and 
June  30,  1942,  were  filed  with  the  Collector  for  the  Sixth 
Collection  District  at  Los  Angeles  [Tr.  p.  34],  which  is 
located  within  the  circuit  of  the  United  States  Court  of 
Appeals  for  the  Ninth  Circuit. 

The  United  States  Circuit  Court  of  Appeals  for  the 
Ninth  Circuit  has  jurisdiction  to  review  the  decision  of 
The  Tax  Court  of  the  United  States  under  the  provisions 
of  Section  1141   (b)    (1)  of  the  Internal  Revenue  Code. 

The  decision  of  The  Tax  Court  of  the  United  States 
was  entered  on  July  30,  1947.  [Tr.  p.  4.]  Petitioner 
filed  with  the  Clerk  of  The  Tax  Court  of  the  United 
States  a  petition  for  review  by  the  Circuit  Court  of  Ap- 
peals for  the  Ninth  Circuit  of  the  said  decision  of  The 
Tax  Court  on  October  27.  1947.  [Tr.  pp.  69-73.]  The 
petition  for  review,  being  filed  within  three  months  after 
the  entry  of  the  decision  of  The  Tax  Court,  was  timely. 
(Section  1142  of  the  Internal  Revenue  Code.) 
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Statement  of  the  Case. 

The  respondent  determined  certain  deficiencies  in  the 
income  and  excess  profits  taxes  of  petitioner  for  the 
taxable  years  ended  June  30,  1941,  and  June  30,  1942. 
[Tr.  p.  18.]  Petitioner,  by  appropriate  assignments  of 
error,  contested  the  proposed  deficiencies,  adjustments  and 
holdings  of  respondent  by  a  petition  to  The  Tax  Court  of 
the  United  States.     [Tr.  p.  34.] 

There  were  three  issues  involved  in  the  proceedings 
before  The  Tax  Court.  [Tr.  p.  52.]  These  issues  were 
as  follows:  (1)  As  to  whether  the  respondent  erred  in 
disallowing  as  excessive  compensation  the  bonuses  which 
petitioner  paid  to  its  two  officers  during  each  of  the  tax- 
able years  here  involved.  (2)  As  to  whether  respondent 
erred  in  increasing  petitioner's  income  for  each  of  the 
taxable  years  by  the  amount  of  the  proceeds  of  certain 
sales  of  scrap  paid  over  to  the  two  officers  in  each  of  the 
taxable  years  here  involved.  (3)  As  to  whether  respond- 
ent erred  in  determining  that  petitioner  was  subject  to  the 
surtax  on  corporations  imposed  by  Section  102  of  the 
Internal  Revenue  Code  for  each  of  the  taxable  years  here 
involved.     [Tr.  p.  52.] 

The  petitioner  was  sustained  by  The  Tax  Court  with 
respect  to  the  second  issue  [Tr.  p.  32]  and  the  third  issue. 
[Tr.  p.  32.] 

This  petition  for  review  relates  to  the  first  issue  involv- 
ing the  bonuses  paid  to  the  two  officers  of  petitioner  which 
was  determined  by  The  Tax  Court  in  favor  of  respond- 
ent. The  Tax  Court  summarizes  its  opinion  on  this  point 
as  follows : 

"Held,  petitioner  is  not  entitled  to  deduct  under 
Section  23  (a)  (1)  (A),  I.  R.  C,  as  reasonable  com- 
pensation  for  services   rendered  by   its   two  officers 


any  amount  in  excess  of  the  regular  salaries  paid 
each  year  in  the  total  amount  of  $24,000.00  and 
proceeds  from  the  scrap  sales;  held,  further,  the  pay- 
ments of  the  bonuses  were  in  the  nature  of  dividend 
distributions  on  stock  and  not  deductible  by  petitioner 
as  ordinary  and  necessary  expenses  under  Section 
23  (a)  (1)  (A)."     [Tr.  pp.  31-32.] 

For  the  convenience  of  the  Court,  there  is  submitted  at 
this  point  such  findings  of  fact  of  The  Tax  Court  as 
relate  to  the  issue  on  appeal  herein,  appearing  on  pages 
34  to  41,  inclusive,  of  the  Transcript  of  the  Record: 

"Petitioner  is  a  corporation.  It  was  incorporated 
under  the  laws  of  the  State  of  California  on  August 
19,  1923,  and  has  its  principal  office  and  place  of 
business  in  the  City  of  Los  Angeles.  It  filed  its  cor- 
poration income  and  excess  profits  tax  returns  for  the 
fiscal  years  ended  June  30,  1941,  and  June  30,  1942, 
with  the  collector  for  the  sixth  collection  district  at 
Los  Angeles.  (21) 

"Joseph  W.  Hayek  has  been  in  the  name  plate 
business  since  1907.  From  1907  to  1917  he  either 
managed  name  plate  companies  or  the  name  plate  de- 
partments of  various  companies.  In  1917  he  started 
a  name  plate  business  in  Minneapolis,  Minnesota, 
under  the  name  of  Hayek  Nameplate  &  Novelty  Com- 
pany. In  1921  he  sold  this  business  to  William  James 
Kennedy  and  Kennedy's  uncle.  Kennedy  and  his 
uncle  moved  the  business  to  Los  Angeles.  California, 
and  began  to  operate  it  as  a  partnership  under  the 
name  of  Kennedy  Nameplate  Company.  Hayek 
originally  became  an  employee  of  the  partnership  and 
had  charge  of  the  production  end  of  the  business. 
Soon  thereafter  Kennedy's  uncle  sold  his  50  per  cent 
interest   in   the   partnership   to   Hayek   and    in    1923 


— 5— 

Hayek  and  Kennedy  organized  the  petitioner  herein. 
The  business  of  the  partnership  was  transferred  to 
petitioner  in  exchange  for  the  latter's  stock.  From 
the  time  of  organization  to  and  through  the  taxable 
years  here  involved  Hayek  has  been  the  president  and 
a  director  of  petitioner  and  Kennedy  has  been  the 
secretary-treasurer  and  a  director.  Both  men  have 
devoted  their  entire  time  to  petitioner's  business  and 
have  engaged  in  no  outside  business  activities. 

"At  the  time  petitioner  was  organized  it  issued 
1,251  shares  of  its  stock  to  Hayek,  1,251  shares  to 
Kennedy,  and  1  share  to  a  Mr.  Frank  who  became  a 
director  along  with  Hayek  and  Kennedy.  Petitioner 
had  only  three  directors.  Frank  was  later  succeeded 
by  D.  R.  Koelling  who  then  became  the  third  direc- 
tor. The  stock  had  a  par  value  of  $10  per  share. 
During  the  taxable  years  here  in  question  the  stock 
that  was  issued  to  Hayek  was  owned  by  him  as  his 
separate  property  and  the  stock  that  was  issued  to 
Kennedy  was  either  owned  by  him  as  his  separate 
property  or  by  him  and  his  wife,  Alice  L.  Kennedy, 
as  community  property.  (22) 

"Kennedy  was  employed  by  various  companies  in 
New  York  City,  Chicago,  and  in  South  America 
from  1912  to  1921  when  he  first  engaged  in  the  name 
plate  business.  He  had  had  quite  extensive  experi- 
ence as  an  executive  and  manager  and  in  sales  pro- 
motion both  in  the  United  States  and  in  South 
America. 

"From  the  time  petitioner  was  organized  to  and 
through  the  taxable  years  here  involved  Hayek  and 
Kennedy  divided  the  important  managerial  functions 
of  petitioner's  business  between  them.  Hayek  was 
in  complete  charge  of  production,  supervising  the 
work   of   men   employed   in   several   different   trades 


including  art,  die  making,  engraving,  photography, 
etching  plating,  lithography,  decalcomania  manufac- 
ture and  punch  press  o])erations.  He  also  employed 
a  portion  of  the  technical  personnel.  He  perfected 
many  new  processes  and  techniques  including  a  new 
method  for  camera  work,  the  elimination  of  certain 
etching  and  lithographic  operations,  die  making  im- 
provements, new  engraving  methods,  new  chemical 
solutions  and  new  uses  for  chemical  solutions,  new 
processes  for  plastics  and  fibre,  fluorescent  plates  and 
many  others.  He  and  Kennedy  together  devised  a 
new  type  of  conveyor  to  operate  under  a  bank  of 
infra  red  light  which  has  been  quite  successful.  Ken- 
nedy was  in  complete  charge  of  all  departments  and 
activities  of  petitioner  except  production,  including 
sales,  advertising,  price  figuring,  employment  of  a 
portion  of  the  technical  personnel,  collections,  pur- 
chases, finances  and  also  keeping  in  constant  touch 
with  new  technological  developments  and  processes. 

During  the  taxable  years  ended  June  30,  1941,  and 
June  30,  1942,  Hayek  worked  from  65  to  75  hours 
per  week  as  compared  with  about  45  hours  in  1939. 
Many  times  he  worked  on  Sunday  during  the  war 
and  more  than  once  he  was  required  to  work  all  night 
on  important  war  jobs.  Kennedy  worked  about  54 
hours  per  week  during  the  taxable  years  as  compared 
with  about  45  hours  per  week  during  1939  and  1940. 
(23) 

"The  business  of  petitioner  during  the  years  1941 
and  1942  included  the  production  of  many  items  in 
addition  to  name  plates,  including  scales,  dials,  in- 
struction and  designation  plates,  luminous,  fluorescent 
and  phosphorescent  plates  and  other  articles  of  simi- 
lar nature  which  were  sold  largely  to  the  airplane 
industry.     It  was  necessary  to  substitute  plastics  and 


— 7— 

fibres  for  metals  in  manufacturing  many  products 
because  of  the  shortage  of  metals  and  the  necessity 
for  conserving  strategic  materials.  The  business  of 
the  company  during  these  years  also  involved  the  use 
of  radium  and  black  light.  Many  problems  arose  due 
to  the  fumes  caused  by  the  use  of  certain'  materials, 
allergies  and  radioactivity.  Government  inspection 
during  the  war  was  very  rigid,  requring  greater  ac- 
curacy in  production  than  in  prior  years. 

"The  by-laws  of  petitioner  empowered  the  board 
of  directors  to  appoint  and  remove  all  officers  of  the 
company,  prescribe  their  duties  and  fix  their  com- 
pensation. 

"The  minutes  of  the  regular  meeting  of  the  board 
of  directors  of  petitioner  held  on  April  30,  1940, 
provides  in  part  as  follows : 

"  'On  motion  of  Jos.  W.  Hayek,  seconded  by  D.  R. 
Koelling,  it  was  voted  to  increase  the  salary  of  W.  J. 
Kennedy,  to  $12,000  per  year,  retroactive  to  July  1st, 
1939.  W.  J.  Kennedy,  then  relinquished  the  chair  to 
Jos.  W.  Hayek,  and  moved,  seconded  by  D.  R.  Koell- 
ing that  the  salary  of  Jos.  W.  Hayek  be  increased  to 
$12,000  per  year,  retroactive  to  July  1st,  1939.' 

"The  minutes  of  the  regular  meeting  of  the  board 
of  directors  of  petitioner  held  on  June  11,  1941,  pro- 
vides in  part  as  follows : 

"  'On  motion  of  W.  J.  Kennedy,  seconded  by  D.  R. 
Koelling,  a  bonus  of  $5,000  was  voted  to  Jos.  W. 
Hayek  and  W.  J.  Kennedy.' 

"Petitioner's  net  sales,  officers'  compensation 
(Hayek  and  Kennedy  only),  net  income  before  Fed- 
eral taxes  on  income,  Federal  taxes  on  income,  and 
net  ]jrofits  for  the  fiscal  years  ended  June  30.  1936, 
to  June  30,  1942,  were  as  follows: 


Year 
ended 
June 30 

Net 
Sales 

Officers' 
Compensation 

Net  income 

before 

Federal 

taxes 

Federal 
taxes  on 
Income 

Net 
Profit 

1936 

82,153.49 

6,542.00 

16,430.61 

2,925.79 

13,504.82 

1937 

98,354.42 

15,000.00 

13,870.53 

2,961.67 

10,908.86 

1938 

109,464.23 

15,322.40 

6,387.47 

1,526.50 

4,860.97 

1939 

109,966.49 

15,183.30 

10,164.23 

1,347.99 

8,816.24 

1940 

151,446.43 

24,194.80 

15,862.53 

2,145.75 

13,716.78 

1941 

256,451.30 

34,000.00 

46,942.07 

16,709.61 

30,232.46 

1942 

363,912.88 

34,000.00 

91,747.72 

50,597.47 

41,150.25 

"Beginning  in  1931  petitioner  began  paying 
bonuses  to  certain  of  its  employees.  During  the  tax- 
able years  such  bonuses  approximated  $12,000  to 
$14,000  per  year.  During  the  fiscal  years  ended 
June  30,  1937,  to  June  30,  1942,  inclusive,  petitioner's 
employees  numbered  39,  36,  V? ,  53,  7Z  and  90,  re- 
spectively. 

"Petitioner  accumulated  certain  scrap  from  time  to 
time  which  is  the  metal  that  was  left  over  from  the 
various  jobs.  It  is  usually  referred  to  as  'overs  on 
jobs'  and  is  sold  as  scrap.  The  proceeds  from  the 
sales  of  scrap  by  petitioner  amounted  to  $1,873.16 
for  the  fiscal  year  ended  June  30,  1941,  and  $1,716.36 
for  the  fiscal  year  ended  June  30,  1942.  One-half  of 
these  amounts  was  paid  over  to  Hayek  and  one-half 
to  Kennedy,  who,  together  with  their  respective 
wives,  reported  the  amounts  in  their  individual  in- 
come tax  returns  as  income  from  the  sale  of  scrap. 
Petitioner  did  not  return  any  of  the  proceeds  from 
the  sales  of  scrap  as  income  and  neither  did  it  deduct 
any  amount  as  compensation,  or  otherwise,  on  ac- 
count of  the  said  proceeds  that  were  paid  over  to 
Hayek  and  Kennedy.  The  proceeds  from  the  sale 
of  scrap  was  a  part  of  petitioner's  gross  income  and 
should  have  been  returned  by  petitioner  as  such.     It  is 
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the  practice  in  the  name  plate  industry  to  permit 
officers  to  sell  scrap  and  to  regain  the  proceeds  from 
such  sales  as  a  bonus  or  additional  compensation. 
Everywhere  that  Hayek  ever  worked  he  always  got 
the  scrap  or  part  of  (25)  the  scrap.  In  1916,  when 
he  was  working  for  a  Minneapolis  concern,  his  salary 
was  $4,420  plus  all  the  scrap  except  the  scrap  from 
sterling  silver.  In  1930  he  was  offered  a  position  at 
an  annual  salary  of  $12,000  plus  20  per  cent  of  the 
scrap. 

"During  the  years  1941  and  1942  there  were  only 
two  or  three  firms  besides  petitioner  in  the  name  plate 
business  in  the  Los  Angeles  area.  The  principal 
competitor  of  petitioner  in  the  Los  Angeles  area  was 
Miller  Dial  &  Nameplate  Company.  During  the  years 
1941  and  1942  Miller  Dial  &  Nameplate  Company 
was  a  partnership  composed  of  two  brothers,  Charles 
W.  Miller  and  John  Dawson  Miller.  The  duties  of 
Charles  in  the  partnership  were  very  similar  to  those 
of  Kennedy  in  petitioner  and  the  duties  of  John  in 
the  partnership  were  very  similar  to  those  of  Hayek 
in  petitioner.  The  sales  of  Miller  Dial  &  Nameplate 
Company  for  the  calendar  year  1941  were  approxi- 
mately $156,000  and  for  the  calendar  year  1942  they 
were  approximately  $338,000.  No  salaries  were  paid 
to  the  partners  in  Miller  Dial  &  Nameplate  Company 
for  the  year  1941 ;  the  partners  simply  made  with- 
drawals as  needed.  For  the  year  1942  the  salary  of 
Charles  was  $24,000  and  that  of  John  was  $18,000. 

"During  February  or  March  of  the  year  1943  the 
Northern  Engraving  Company  of  Racine,  Wisconsin. 
offered  to  purchase  a  51  per  cent  control  of  the  busi- 
ness of  petitioner  and  to  retain  the  services  of  Hayek 
and  Kennedy  for  a  period  of  two  years.  This  offer 
was  rejected. 
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"Petitioner  has  declared  or  paid  no  dividends,  as 
such,  since  the  fiscal  year  ended  June  30,  1938.  (26)" 

The  foregoing  findings  of  fact,  in  the  opinion  of  peti- 
tioner, present  a  fair  and  correct  summary  of  the  evidence. 
To  the  next  to  the  last  paragraph  quoted  from  the  findings 
of  fact  of  The  Tax  Court,  petitioner  desires  to  add  the 
statement  that  Northern  Engraving  Company  of  Racine, 
Wisconsin,  in  offering  to  retain  the  services  of  Hayek 
and  Kennedy  for  two  years,  offered  them  $17,000.00  per 
year  each  as  annual  compensation  for  their  services.  [Tr. 
pp.  124-125.] 

Pleadings  and  Proceedings  Herein. 
Pleadings:  The  petition  of  petitioner  Kennedy  Name 
Plate  Company  for  a  redetermination  of  the  deficiencies 
in  income  and  excess  profits  taxes  for  the  fiscal  years 
ended  June  30,  1941,  and  June  30,  1942,  was  filed  with 
The  Tax  Court  of  the  United  States  on  December  11, 
1944.  [Tr.  p.  2.]  The  petition  alleged  errors:  (a)  In 
the  disallowance  as  a  deduction  from  net  income  of  a  por- 
tion of  the  compensation  of  J.  W.  Hayek  and  W.  J. 
Kennedy  for  each  of  the  two  taxable  years  in  issue.  The 
disallowances  included  the  proceeds  of  scrap  sales  and 
bonuses,  (b)  In  holding  that  petitioner  was  availed  of 
for  the  purpose  of  preventing  the  imposition  of  surtax 
upon  its  shareholders  by  an  unreasonable  accumulation  of 
earnings,  thereby  incurring  a  surtax  under  the  provisions 
of  Section  102  of  the  Internal  Revenue  Code  for  each  of 
the  two  taxable  years  in  issue.     [Tr.  pp.  5-6.] 

The  answer  of  respondent  to  the  i)etition,  which  was 
filed  on  February  5.  1945,  simply  denied  the  allegations 
of  error.  There  were  no  affirmative  allegations  in  the 
answer.     [Tr.  pp.  29-30.] 
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Trial  :  The  case  was  heard  before  Hon.  Eugene  Black, 
Judge,  sitting  as  a  circuit  division  of  The  Tax  Court  of 
the  United  States,  on  June  12,  1946,  in  Los  Angeles, 
California.     [Tr.  p.  3.] 

The  Tax  Court  entered  its  memorandum  Findings  of 
Fact  and  an  Opinion  by  Judge  Black  on  May  29,  1947. 
The  said  court  found  for  the  petitioner  on  the  issue  in- 
volving a  proposed  surtax  under  the  provisions  of  Section 
102  of  the  Internal  Revenue  Code.  [Tr.  p.  32.]  With 
respect  to  the  compensation  issues,  the  court  found  for 
petitioner  on  the  issue  involving  the  proceeds  of  scrap 
sales  retained  by  the  two  officers  of  petitioner,  but  found 
for  the  respondent  on  the  issue  of  bonuses  paid  to  the  two 
officers  of  petitioner.  [Tr.  pp.  31-32.]  Judgment  was 
that  decision  would  be  entered  later  under  Rule  50  of  The 
Tax  Court.     [Tr.  p.  65.] 

Motion  to  Vacate:  On  June  20,  1947.  petitioner  filed 
a  Motion  to  Vacate  and  set  aside  the  memorandum  find- 
ings of  fact  and  opinion  on  the  grounds  that  The  Tax 
Court  had  not  complied  with  the  provisions  of  Section  8 
of  the  Administrative  Procedure  Act  (Chapter  324,  Pub- 
lic Law  404)  in  that  petitioner  had  been  served  with  the 
memorandum  findings  of  fact  and  opinion  without  prior 
notice  thereon,  and  had  not  been  granted  a  reasonable  time 
to  file  its  objections  and  exceptions  to  the  proposed  find- 
ings of  fact  and  opinion  prior  to  their  entry  by  The  Tax 
Court  of  the  United  States  [Tr.  pp.  66-67],  said  Tax 
Court  being  an  agency  of  the  Government  of  the  United 
States  within  the  meaning  of  Section  2  of  the  said  Admin- 
istrative Procedure  Act. 

The  Lincoln  Electric  Co.  7\  Commissioner  of  In- 
ternal Revenue,  162  F.  (2d)  379. 
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On  July  14,  1947,  The  Tax  Court,  by  Judge  Eugene 
Black,  entered  an  order  denying  the  Motion  to  Vacate 
and  set  aside  the  memorandum  findings  of  fact  and  opin- 
ion heretofore  entered.     [Tr.  p.  68.] 

Decision  :  On  July  30,  1947,  The  Tax  Court  entered 
its  decision  (under  Rule  50)  adjudging  that  there  were 
deficiencies  in  income  and  excess  profits  taxes  for  the 
years  ended  June  30,  1941,  and  June  30,  1942,  as  pre- 
viously stated  upon  the  first  page  of  this  opening  brief 
for  petitioner.     [Tr.  pp.  68-69.] 

Specification  of  Errors. 

Petitioner  specifies  the  following  errors  upon  which  it 
will  rely  in  the  prosecution  of  this  appeal  from  the  judg- 
ment of  The  Tax  Court  of  the  United  States  made  and 
entered  upon  the  30th  day  of  July,  1947.  Petitioner  speci- 
fies that  The  Tax  Court  of  the  United  States  erred  in 
each  of  the  following  particulars  [Tr.  pp.  165-166]  : 

( 1 )  The  Tax  Court  of  the  United  States  erred  in  fail- 
ing to  allow  as  a  deduction  under  Section  23  (a)  (1)  (A), 
Internal  Revenue  Code,  as  reasonable  compensation  for 
services  rendered  by  its  two  officers  any  amount  in  excess 
of  the  regular  salaries  paid  each  year  in  the  total  amount 
of  $24,000.00  plus  proceeds  from  the  scrap  sales. 

(2)  The  Tax  Court  erred  in  holding  that  the  payments 
of  the  bonuses  to  the  two  officers  in  the  total  amount  of 
$10,000.00  for  each  year  were  in  the  nature  of  dividend 
distributions  on  stock  and  not  deductible  by  petitioner  as 
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ordinary     and     necessary     expenses     under     Section     23 
(a)  (1)  (A)  of  the  Internal  Revenue  Code. 

(3)  The  Tax  Court  erred  in  finding  that  there  were 
deficiencies  for  the  taxable  years  ended  June  30,  1941,  and 
June  30,  1942,  in  lieu  of  a  determination  that  there  were 
no  income  taxes,  declared  value  excess-profits  taxes  and 
excess  profits  taxes  due  from  the  petitioner  for  the  two 
years  in  controversy. 

(4)  The  Tax  Court  erred  in  declining  to  grant  peti- 
tioner's motion  to  vacate  and  set  aside  the  memorandum, 
findings  of  fact,  and  opinion  on  the  grounds  that  The  Tax 
Court  had  not  complied  with  the  provisions  of  the  Admin- 
istrative Procedure  Act.     (Chapter  324,  Public  Law  404.) 

(5)  There  was  no  substantial  evidence  to  justify  the 
findings  of  The  Tax  Court  within  the  provisions  of  the 
Administrative  Procedure  Act,  and  more  particularly  Sec- 
tion 10  (e)  of  said  Act. 

(6)  The  Tax  Court  erred  in  not  giving  full  faith  and 
credit  to  the  resolution  of  the  Board  of  Directors  of  peti- 
tioner, adopted  at  the  regular  meeting  of  said  Board  on 
June  11,  1941,  voting  bonuses  of  $5,000  each  to  the  two 
officers  of  petitioner. 

(7)  The  Tkx  Court  erred  in  declining  to  give  proper 
weight  to  the  testimony  of  Charles  N.  Miller  with  respect 
to  the  reasonableness  of  the  compensation  paid  by  peti- 
tioner to  its  two  principal  officers. 
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ARGUMENT. 

I. 

The  Tax  Court  of  the  United  States  Erred  in  Failing 
to  Allow  as  a  Deduction  Under  Section  23 
(a)  (1)  (A),  Internal  Revenue  Code,  as  Reason- 
able Compensation  for  Services  Rendered  by  Its 
Two  Officers  Any  Amount  in  Excess  of  the  Regu- 
lar Salaries  Paid  Each  Year  in  the  Total  Amount 
of  $24,000.00  Plus  Proceeds  From  the  Scrap  Sales. 

Section  23  (a)  (1)  (A)  states  as  follows,  in  part: 

"Section  23.  In  coni])uting-  net  income  there  shall 
be  allowed  as  deductions :  ( a )  ( 1 )  ( A )  all  the  ordi- 
nary and  necessary  expenses  paid  and  incurred  in  the 
taxable  year  in  carrying  on  any  trade  or  business 
including  a  reasonable  allowance  for  salaries  or  other 
compensation  for  personal  services  actually  ren- 
dered;" 

Section  29,  23(a)-6,  Regulations  of  the  Commissioner 
of  Internal  Revenue,  states: 

"(3)  In  any  event  the  allowance  for  the  compen- 
sation paid  may  not  exceed  what  is  reasonable  under 
all  the  circumstances.  It  is  in  general  just  to  assume 
that  reasonable  and  true  compensation  is  only  such 
amount  as  would  ordinarily  be  paid  for  like  services 
by  like  enterprises  under  like  circumstances." 

In  the  Dobson  case.  320  U.  S.  489,  the  Supreme  Court 
stated : 

"*  *  *  Congress  has  invested  the  Tax  Court 
with  primary  authority  for  redetermining  deficiencies, 
which  constitutes  the  greater  part  of  tax  litigation. 
This  requires  it  to  consider  both  law  and  facts. 
Whatever  latitude  exists  in  resolving  questions  such 
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as  those  of  proper  accounting,  treating-  a  series  of 
transactions  as  one  for  tax  purposes,  or  treating 
apparently  separate  ones  as  single  in  their  tax  conse- 
quences, exists  in  the  Tax  Court  and  not  in  the  regu- 
lar courts;  when  the  court  cannot  separate  the  ele- 
ments of  a  decision  so  as  to  identify  a  clear-cut  mis- 
take of  law,  the  decision  of  the  Tax  Court  must 
stand.  In  view  of  the  division  of  functions  between 
the  Tax  Court  and  reviewing  courts  it  is  of  course 
the  duty  of  the  Tax  Court  to  distinguish  with  clarity 
between  what  it  finds  as  fact  and  what  conclusion  it 
reaches  on  the  law.  In  deciding  law  questions  courts 
may  properly  attach  weight  to  the  decision  of  points 
of  law  by  an  administrative  body  having  special  com- 
petence to  deal  with  the  subject  matter.  The  Tax 
Court  is  informed  by  experience  and  kept  current 
with  tax  evolution  and  needs  by  the  volume  and  va- 
riety of  its  work.  While  its  decisions  may  not  be 
binding  precedents  for  courts  dealing  with  similar 
problems,  uniform  administration  would  be  promoted 
by  conforming  to  them  where  possible." 

And  in  Bingham  v.  Commissioner,  325  U.  S.  365,  the 
Supreme  Court  appears  to  have  further  extended  the 
finality  of  the  decisions  of  The  Tax  Court. 

However,  the  Sixth  Circuit  Court  in  Capitol-Barg  Dry 
Cleaning  Co.  v.  Commissioner,  131  F.  (2d)  712,  reversed 
the  Board  of  Tax  Appeals  in  a  case  involving  the  reason- 
ableness of  compensation  under  Section  23  of  the  Internal 
Revenue  Code.  This  case  was  decided  before  the  Dobson 
case,  which  established  the  so-called  "Dobson  rule."  How- 
ever, the  Sixth  Circuit  in  its  opinion  in  Estate  of  Kroger 
1'.  Commissioner,  145  F.  (2d)  901,  stated  as  follows: 

"True  it  is,  as  pointed  out  by  appellants,  that  this 
Court  in  Capitol-Barg  Dry  Cleaning  Co.  v.  Commis- 
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sioner  of  Internal  Revenue,  131  Fed.  (2d)  712,  held 
that  convincing  testimony  before  the  Board  of  Tax 
Appeals  may  not  be  arbitrarily  disregarded.  We 
adhere  to  the  doctrine.  The  decision  of  the  Tax 
Court,  being  deemed  'contrary  to  the  indisputable 
character  of  the  evidence',  was  reversed.  But  the 
facts  of  that  case  bear  no  remote  similarity  to  those 
found  here." 

The  Sixth  Circuit  then  goes  on  to  discuss  the  Dobson 
case.  That  Court  undoubtedly  meant  to  state  that  its  de- 
cision in  the  Caf>itol-Barg  case  would  have  been  the  same 
even  had  the  Dobson  case  opinion  of  the  Supreme  Court 
been  rendered  prior  to  the  decision  of  the  Sixth  Circuit 
Court  in  the  Capitol-Barg  case. 

Therefore,  it  can  be  said  that  there  can  exist  a  case 
involving  the  reasonableness  of  salary  issue  upon  which 
The  Tax  Court  could  be  reversed  by  a  Circuit  Court. 
Anyone  reading  the  statement  of  facts  as  given  in  the 
findings  of  fact  of  The  Tax  Court  would,  petitioner  be- 
lieves, arrive  at  the  conclusion  that  the  officers  of  peti- 
tioner, Hayek  and  Kennedy,  were  very  reasonably  com- 
pensated for  the  years  1941  and  1942,  as  compared  with 
prior  years.  The  net  sales  of  taxpayer  showed  a  great 
increase,  net  income  before  Federal  taxes  and  net  profit 
after  Federal  taxes  showed  very  large  increases,  petitioner 
officers  worked  much  longer  hours  in  1941  and  1942  than 
theretofore,  and  their  business  was  subject  to  much  more 
rigid  inspection.     [Tr.  p.  ZS.] 

It  is  difficult  in  reading  the  opinion  of  The  Tax  Court 
to  follow  the  reasoning  by  which  that  board  found  that 
$12,000  per  year  plus  the  scrap  sales  was  all  that  could 
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be  allowed  as  reasonable  compensation  to  the  officers  for 
the  years  1941  and  1942.    The  Tax  Court  said: 

"There  is  no  doubt  that  both  Hayek  and  Kennedy 
worked  long-  hours  during  the  tax  years  here  involved 
and  were  very  competent  in  the  line  of  work  in  which 
petitioner  was  engaged,  but  only  about  two  months 
prior  to  the  beginning  of  the  tax  years  here  involved 
their  regular  salaries  were  substantially  increased  up 
to  $12,000  per  annum  for  each  officer.  This  repre- 
sented an  increase  of  more  than  59%  over  the  preced- 
ing year.  For  the  reasons  previously  given  and  the 
fact  that  no  dividends  were  declared  since  June  30, 
1938,  we  think  that  $12,000  a  year  for  each  officer 
plus  the  scrap  sales  is  all  that  can  reasonably  be 
allowed  as  deductions  under  Section  23  (a)  (1)  (A), 
supra,  for  the  taxable  years  here  in  question." 

It  appears  that  The  Tax  Court  decision  on  the  reason- 
ableness of  these  salaries  was  predicated  on  the  fact  that 
two  salary  increases  came  too  close  together  and  that  no 
dividends  had  been  declared  since  June  30,  1938.  As  a 
matter  of  law,  petitioner  contends  that  the  decision  of  The 
Tax  Court  was  improper  under  Section  22,  (a)  (1)  (A) 
of  the  Internal  Revenue  Code.  The  said  section  contains 
no  limit  upon  the  number  of  salary  increases  that  may  be 
attained  during  a  given  period  nor  does  it  say  anything 
about  dividend  declarations. 

Taxpayers,  of  course,  have  the  burden  of  proving 
reasonableness  of  salaries.  The  taxpayer,  in  addition  to 
submitting  statistical  data  for  earnings,  presented  the 
testimony  of  a  disinterested  and  competent  witness, 
Charles  W.  Miller,  which  was  uncontradicted,  and  The 
Tax  Court  cannot  arbitrarily  disregard  such  evidence. 
(Capitol-Barcj  case,  supra.)  This  case  is  a  very  similar 
one  to  that  of  Capitol-Barg  Dry  Cleaning  Co. 
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II. 
The  Tax  Court  Erred  in  Holding  That  the  Payments 
of  the  Bonuses  to  the  Two  Officers  in  the  Total 
Amount  of  $10,000.00  for  Each  Year  Were  in  the 
Nature  of  Dividend  Distributions  on  Stock  and 
Not  Deductible  by  Petitioner  as  Ordinary  and 
Necessary  Expenses  Under  Section  23  (a)  (1)  (A) 
of  the  Internal  Revenue  Code. 

The  minutes  of  the  regular  meeting  of  the  board  of 
directors  of  petitioner  held  on  June  11,  1941,  provided  in 
part  as  follows : 

"On  motion  of  W.  J.  Kennedy,  seconded  by  D.  R. 
Koelling,  a  bonus  of  $5000  was  voted  to  Jos.  W. 
Hayek  and  W.  J.  Kennedy."     [Tr.  p.  38.] 

In  its  opinion  The  Tax  Court,  in  denying  that  the  fore- 
going bonuses  were  in  reahty  dividends  in  disguise,  cited 
Section  19.23  (a)-6  of  Treasury  Regulations  103,  which 
gives  the  following  illustration  [Tr.  p.  55]  : 

"*  *  *  An  ostensible  salary  paid  by  a  corporation 
may  be  a  distribution  of  a  dividend  on  stock.  This 
is  likely  to  occur  in  the  case  of  a  corporation  having 
few  shareholders,  practically  all  of  whom  draw  sala- 
ries. If  in  such  a  case  the  salaries  are  in  excess  of 
those  ordinarily  paid  for  similar  services,  and  the 
excessive  payments  correspond  or  bear  a  close  rela- 
tionship to  the  stockholdings  of  the  officers  or  em- 
ployees, it  would  seem  likely  that  the  salaries  are  not 
paid  wholly  for  services  rendered,  but  that  the  ex- 
cessive payments  are  a  distribution  of  earnings  upon 
the  stock." 

It  is  true  that  like  regulations  have  been  held  to  be  fair 
interpretations  of  the  Congressional  intention.  (//.  Le- 
inuc  and  Bros.,  Inc.,  v.  Commissioner,  101  F.  (2d)  391.) 
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However,  petitioner  directs  the  attention  of  the  Court  to 
the  fact  that  Hayek  and  Kennedy  divided  equally  the  re- 
sponsibilities of  the  company  management  as  shown  in  the 
finding's  of  fact  and  it  is  only  logical  to  assume  that  equal 
salaries  to  each  man  and  equal  bonuses  to  each  man  might 
well  have  been  paid  although  neither  man  owned  any 
stock  in  petitioner  corporation  whatever. 

The  Tax  Court  in  its  opinion  lays  great  stress  on  the 
fact  that  petitioner  paid  no  dividends  since  the  fiscal  year 
ending  June  30,  1938,  and  increased  the  compensation  of 
the  officers  at  two  different  times.  [Tr.  p.  56.]  Petitioner 
contends  that  these  facts  alone  cannot  support  the  decision 
of  The  Tax  Court  unless  there  is  something  more  in  the 
way  of  evidence  to  warrant  its  conclusions.  The  record 
fails  to  disclose  such  evidence, 

III. 

The  Tax  Court  Erred  in  Finding  That  There  Were 
Deficiencies  for  the  Taxable  Years  Ended  June 
30,  1941,  and  June  30,  1942,  in  Lieu  of  a  Determi- 
nation That  There  Were  No  Income  Taxes,  De- 
clared Value  Excess  Profits  Taxes  and  Excess 
Profits  Taxes  Due  From  the  Petitioner  for  the 
Two  Years  in  Controversy. 

Had  The  Tax  Court  found  that  the  total  compensation 
paid  to  the  two  officers  of  petitioner  was  reasonable  for 
the  years  1941  and  1942,  there  would  have  been  no  de- 
ficiency in  income  tax  for  the  years  June  30,  1941,  to  June 
30,  1942.  This  allegation  is  simply  one  that  must  be 
supported  by  the  other  points  of  taxpayer  on  appeal. 
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IV. 
The  Tax  Court  Erred  in  Declining  to  Grant  Petition- 
er's Motion  to  Vacate  and  Set  Aside  the  Memo- 
randum, Findings  of  Fact,  and  Opinion  on  the 
Grounds  That  The  Tax  Court  Had  Not  CompHed 
With  the  Provisions  of  the  Administrative  Pro- 
cedure Act.     (Chapter  324,  Public  Law  404.) 

The  Administrative  Procedure  Act,  which  became  law 
on  June  11.  1946,  was  intended  to  have  broad  coverage, 
and  such  exceptions  as  it  recognizes  are  in  terms  of  func- 
tions rather  than  agencies  as  such. 

The  Administrative  Procedure  Act  is  concerned  with 
administrative  agencies.  Section  2  (a)  of  the  Act  defines 
"agency"  to  mean: 

"each  authority  (whether  or  not  within  or  subject 
to  review  by  another  agency)  of  the  Government  of 
the  United  States  other  than  Congress,  the  courts, 
or  the  governments  of  the  possessions,  Territories,  or 
the  District  of  Columbia." 

The  Tax  Court  is  accordingly  subject  to  the  Act  if  it 
is  an  "agency,"  but  not  if  it  is  a  "court,"  as  those  terms 
are  used  in  this  definition. 

The  Tax  Court's  predecessor.  The  Board  of  Tax  Ap- 
peals, was  created  by  the  Revenue  Act  of  1924,  as  "an 
independent  agency  in  the  executive  branch  of  the  Govern- 
ment." The  Internal  Revenue  Code,  when  enacted,  de- 
scribed the  board  in  the  same  way.     (I.  R.  C,  Sec.  1100.) 

The  Supreme  Court  in  Old  Colony  Trust  Co.  v.  Com- 
missioner, 279  U.  S.  716,  725,  said: 

"The  Board  of  Tax  Appeals  is  not  a  court.  It  is 
an  executive  or  administrative  board,  upon  the  deci- 
sion of  which  the  parties  are  given  an  opportunity 
to  base  a  petition  for  review  to  the  courts  after  the 
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administrative  inquiry  of  the  board  has  been  had  and 
decided." 

Section  504  of  the  Revenue  Act  of  1942  effected  the 
chang-e  of  the  name  of  The  Board  of  Tax  Appeals  to  The 
Tax  Court  of  the  United  States.  The  Committee  Report 
(H.  R.  Rept.  No.  2333,  77th  Congress,  2d  Session,  pp. 
172,  173),  explaining  Section  504,  says: 

"This  section  merely  changes  the  names  by  which 
the  Board  of  Tax  Appeals,  its  chairman  and  its  mem- 
bers, are  known.  No  change  is  made  in  its  status. 
The  Board,  which  will  hereinafter  be  known  as  The 
United  States  Tax  Court,  is  continued  as  an  inde- 
pendent agency  in  the  executive  branch  of  the  Gov- 
ernment. Thus  its  status  as  an  executive  or  admin- 
istrative board  is  unchanged.  Old  Colony  Trust  Co. 
V.  Commissioner,  279  U.  S.  716,  725.  The  Board 
and  its  divisions  will  continue  to  have  the  same  juris- 
diction, powers,  and  duties  as  provided  by  existing 
law." 

In  Commissioner  v.  Gooch,  320  U.  S.  418,  420,  the 
Supreme  Court  pointed  out  that  the  Board's  change  of 
name  to  Tax  Court  had  no  effect  on  the  jurisdiction, 
powers  and  duties  of  the  agency. 

Since  The  Tax  Court  is  an  agency  rather  than  a  court, 
it  would  seem  to  follow  that,  like  other  agencies,  it  is 
subject  to  the  Administrative  Procedure  Act. 

Had  the  name  of  the  Board  of  Tax  Appeals  remained 
unchanged  it  would  seem  beyond  dispute  that  the  Admin- 
istrative Procedure  Act  applied  to  it.  The  change  of 
name  did  not  make  the  tribunal  any  less  an  agency  or 
otherwise  effect  its  functions. 

The  Sixth  Circuit  Court  in  Lincoln  Electric  Co.  v. 
Commissioner,  supra,  stated  that  the  permissible  scope  of 
review  would  be  fixed  by  the  Administrative  Procedure 
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Act  rather  than  by  the  Dohson  ruling-  since  it  found  The 
Tax  Court  to  be  an  agent  subject  to  the  Act.  The  Appel- 
late Court  found  it  unnecessary  on  the  facts  before  it, 
however,  "to  particularize  in  what  respect  our  power  to 
review  has  been  enlarged  except  to  say  that  it  doubtless 
has  been  broadened,  and  it  will  be  time  enough  to  consider 
the  precise  application  of  the  Act  when  clear  cut  questions 
of  fact  and  law  are  brought  to  us  for  review."  In  Dazv- 
sou  V.  Conunissioiicr,  163  F.  (2d)  664.  decided  September 
22,  1947.  the  Sixth  Circuit  Court  reaffirmed  what  it  had 
said  in  the  IJncolu  Electric  case  with  respect  to  the 
Administrative  Procedure  Act. 

If  the  .Sixth  Circuit  Court  is  correct  in  its  conclusion 
with  respect  to  the  Administrative  Procedure  Act.  peti- 
tioner's motion  to  vacate  and  set  aside  the  memorandum, 
findings  of  fact  and  opinion  should  have  been  granted.  It 
is  true  that  petitioner  in  his  brief  was  given  an  opportunity 
to  submit  proposed  findings  of  fact  and  conclusions  but 
l)etitioner  was  not  given  an  opportunity  to  submit  his 
objections  and  exceptions  pursuant  to  Section  8  (b)  of  the 
Administrative  Procedure  Act.  Section  8  (b)  of  the  Ad- 
ministrative Procedure  Act  contains  a  provision  to  the 
eflFect  that  prior  to  each  recommended  initial  decision,  the 
parties  shall  be  afforded  reasonable  opportunity  to  submit 
for  the  consideration  of  the  officials  participating  in  such 
decisions  "(2)  exceptions  to  the  decisions  or  recommended 
decisions  of  subordinate  officers  or  to  tentative  decisions, 
and  (3)  supporting  reasons  for  such  exceptions."  Peti- 
tioner was  given  no  opportunity  to  submit  its  exceptions 
to  the  proposed  decision  of  The  Tax  Court,  as  is  provided 
for  by  Section  8  (b)  of  the  Administrative  Procedure  Act. 
Petitioner's  motion  to  vacate  and  set  aside  the  memoran- 
dum, findings  of  fact  and  opinion  should  have  been 
granted. 
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V. 
There  Was  No  Substantial  Evidence  to  Justify  the 
Findings  of  The  Tax  Court  Within  the  Provisions 
of  the  Administrative  Procedure  Act,  and  More 
Particularly  Section  10  (e)  of  Said  Act. 

The  scope  of  review  as  provided  by  Section  10  (e)  of 
the  Administrative  Procedure  Act  provides : 

"So  far  as  necessary  to  decision  and  where  pre- 
sented the  reviewing-  court  shall  decide  all  irrelevant 
questions  of  law,  interpret  constitutional  and  statu- 
tory provisions,  and  determine  the  meaning  or  appli- 
cability of  the  terms  of  any  agency  action." 

It  shall  hold  unlawful  and  set  aside  any  agency  action 

"(5)  unsupported  by  substantial  evidence  in  any 
case  subject  to  the  requirements  of  Sections  7  and  8 
or  otherwise  provided  in  the  record  of  the  agency 
hearing  provided  by  statute." 

Said  section  further  provides  that 

"in  making  the  foregoing  determinations  the  court 
shall  review  the  whole  record  or  such  portions  thereof 
as  may  be  cited  by  any  party,  and  due  account  shall 
be  taken  of  the  rule  of  prejudicial  error." 

In  discussing  the  substantial  evidence  requirement,  the 
report  of  the  House  Judiciary  Committee  stated : 

"  'Substantial  evidence'  means  evidence  which  on 
the  whole  record  is  clearly  substantial,  plainly  suffi- 
cient to  support  a  finding  or  conclusion  under  the 
requirements  of  section  7(c),  and  material  to  the 
issues.  It  is  exceedingly  important.  Difficulty  has 
come  rmt  by  the  practice  of  agencies  and  courts  to 
rely  upon  something  less — suspicion,  surmise,  impli- 
cations, or  plainly  incredible  evidence.     Although  the 
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agency  must  do  so  in  the  first  instance,  under  this 
bill  it  will  be  tJic  duty  of  the  court  to  determine  in  the 
final  analysis  and  in  the  exercise  of  their  independent 
judgment  whether  on  the  whole  of  the  proofs  brought 
to  their  attention  the  evidence  in  a  given  instance 
is  sufficiently  substantial  to  support  a  finding,  conclu- 
sion, or  other  agency  action  or  inaction.  In  review- 
ing a  case  under  this  fifth  category  the  court  must 
base  its  judgment  upon  its  own  review  of  the  entire 
record  or  so  much  thereof  as  may  be  cited  by  any 
party."     (Emphasis  supplied.) 

Senate    Document    No.    248,    79th    Congress,    2d 
Session,  p.  270, 

Section  10  (e)  (5)  is  a  forceful  adoption  of  the  opinion 
that  substantial  evidence  is  "more  than  a  mere  scintilla." 
(Supreme  Court  in  Consolidated  Edison  Co.  v.  NLRB, 
305  U.  S.  209.  229.)  Clearly,  under  this  subsection,  the 
functions  of  the  reviewing  court  are  not  limited  to  a  mere 
search  of  the  record  to  see  if  the  burden  of  evidence  lacks 
any  iota  of  reliable  evidence.  Instead  courts  will  be  re- 
quired to  base  their  judgment  on  review  of  the  entire 
record  or  so  much  of  it  as  may  be  cited  by  any  party. 
Affirmance  of  agency  action  that  is  supported  only  tenu- 
ously by  the  record  is  foreclosed. 

In  the  Senate  proceedings  of  March  12,  1946,  relating 
to  the  Administrative  Procedure  Act  (Senate  Document 
No.  248,  79th  Congress,  2d  Session),  the  following  expla- 
nation of  Section  10  (e)  of  the  Administrative  Procedure 
Act  was  furnished  by  Senator  McCarran,  Chairman  of 
the  Senate  Judiciary  Committee : 

"Mr.  Ferguson:     Mr.  President,  will  the  Senator 
yield  ? 

Mr.  McCarran:     I  yield. 
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Mr.  Ferguson :  Would  the  Senator,  then,  say  that 
the  judgment  or  decision  of  the  agency  must  be  based 
upon  stronger  proof  than  a  scintilla  of  evidence? 

Mr.  McCarran:     Very  much  stronger. 

Mr.  Ferguson:  The  old  rule  which  applied  in  the 
■courts,  particularly  on  certiorari,  was  that  if  there 
was  any  evidence  to  sustain  the  verdict  or  judgment, 
it  should  be  sustained.  The  courts  have  many  times 
so  held.  The  Senator  would  say,  would  he  not,  that 
something  more  than  'any  evidence'  is  required  to 
sustain  such  a  decision. 

Mr.  McCarran :  The  answer  is  in  the  affirmative. 
We  say  that  the  evidence  must  be  substantial  proba- 
tive evidence. 

Mr.  Ferguson :  So  we  are  changing  the  rule  which 
has  been  applied  in  the  past  that  any  evidence,  or  a 
scintilla  of  evidence,  as  it  is  sometimes  defined,  is 
sufficient  to  sustain  a  verdict  or  judgment. 

Mr.  McCarran:  We  tried  as  best  we  could  to 
establish  a  guide  for  administrative  groups  so  that 
they  would  apply  the  rule  in  such  a  way  that  there 
would  be  substantial  probative  evidence  behind  their 
findings,  and  so  that  they  could  say  'We  are  not 
afraid  to  have  our  findings  reviewed  by  a  court.' 

Mr.  George:  Mr.  President,  will  the  Senator 
yield  ? 

Mr.  McCarran :     I  yield. 

Mr.  George:  The  courts  have  many  times  held 
that  if  there  is  any  evidence  to  sustain  the  finding  of 
an  administrative  board  under  the  statute,  the  courts 
have  no  power  to  intervene.  If  this  bill  should  be- 
come a  law  would  that  rule,  as  heretofore  construed 
by  the  courts,  remain  in  effect? 
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Mr.  McCarran:  The  courts  have  given  various 
constructions.  The  courts,  in  reviewing  an  order,  are 
governed  by  the  provisions  of  section  10(e),  which 
states  the  substantial-evidence  rule.  In  other  words., 
in  some  instances  the  courts  have  held  that  there 
must  be  substantial  evidence.  We  are  saying  that 
there  must  be  probative  evidence  of  a  substantial  na- 
ture, and  that  even  though  the  commission  or  bureau 
may  take  hearsay  evidence  in  its  hearings,  it  must 
have  some  probative  evidence  to  sustain  its  finding. 

Mr.  George:  The  point  I  wish  to  raise  is  that 
some  of  the  acts  of  Congress,  particularly  those 
enacted  in  recent  years,  have  led  the  courts  to  hold — 
and  they  so  hold — that  if  there  be  any  evidence  to 
sustain  the  finding  of  a  board  or  agency,  the  court 
has  no  power  to  interfere  with  it. 

Mr.  McCarran :     I  would  put  it  in  this  way — 

Mr.  George:  Would  the  enactment  of  this  bill 
require  some  substantial  or  probative  evidence  to 
support  such  a  finding? 

Mr.  McCarran:    Yes. 

Mr.  George :  Take  the  labor  relations  cases.  Sena- 
tors are  familiar  with  them.  The  circuit  courts  have 
frequently  complained  against  what  the  Labor  Rela- 
tions Board  did.  but  have  said,  'We  are  powerless  to 
interfere  with  it."  Would  this  bill  change  that  rule, 
if  the  court  were  of  the  opinion  that  there  was  no 
probative  evidence? 

Mr.  McCarran:    Yes,  it  would  change  that  rule. 

Mr.  George:     I  am  pleased  to  hear  it. 

Mr.  McCarran:  I  thank  the  Senator."  (Appen- 
dix B — Proceedings  in  Congress — Administrative 
Procedure — Commerce  Clearing  House,  Inc.  Pages 
189-190.) 
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Even  under  the  Dobson  rule,  The  Tax  Court's  conclu- 
sion must  have  substantial  evidence  to  support  it. 
"Hunches"  or  "intuition"  will  not  suffice.  The  Tax  Court 
may  not  reach  a  conclusion  solely  by  its  intuitive  powers." 

Estate  of  Liteders  v.  Commissioner,  F.   (2d) 

,  Oct.  16,  1947  (C.  C.  A.  3rd). 

The  Tax  Court  in  this  case  has  used  its  intuitive  powers 
to  determine  that  when  petitioner's  board  of  directors 
voted  a  bonus  of  $5,000  to  each  of  its  two  principal  officers 
for  the  years  1941  and  1942,  that  said  board  of  directors 
and  officers  did  not  intend  these  amounts  to  be  a  bonus 
but  were  actually  declaring  dividends  under  another  guise. 
The  Tax  Court  bases  this  premise  apparently  purely  upon 
the  fact  that  "only  about  two  months  prior  to  the  taxable 
year  here  involved  their  regular  salaries  were  substantially 
increased  up  to  $12,000  for  each  officer.  This  represented 
an  increase  of  59%  over  the  preceding  year.  For  the  rea- 
sons previously  given  and  the  fact  that  no  dividends  as 
such  were  declared  since  June  30,  1938,  we  think  that 
$12,000  a  year  for  each  officer  plus  the  scrap  sales  is  all 
that  can  reasonably  be  allowed  as  deductions  (23  (a)  (1) 
(A),  supra)  for  the  taxable  years  here  in  question." 

Clearly  The  Tax  Court  bases  its  decision  upon  its  own 
intuitive  powers  and  not  upon  any  facts  found  in  the 
evidence.  The  evidence  all  supports  the  reasonableness 
of  the  salaries  of  the  officers,  Kennedy  and  Hayek,  for  the 
years  1941  and  1942. 
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VI. 

The  Tax  Court  Erred  in  Not  Giving  Full  Faith  and 
Credit  to  the  Resolution  of  the  Board  of  Directors 
of  Petitioner,  Adopted  at  the  Regular  Meeting  of 
Said  Board  on  June  11,  1941,  Voting  Bonuses  of 
$5,000  Each  to  the  Two  Officers  of  Petitioner. 

The  by-laws  of  petitioner  empowered  the  board  of 
directors  to  appoint  and  remove  all  officers  of  the  com- 
pany, prescribe  their  duties  and  fix  their  compensation. 
[Tr.  p.  38.] 

The  minutes  of  the  regular  meeting  of  the  board  of 
directors  of  petitioner  held  on  June  11,  1941,  provide  in 
part  as  follows: 

"On  motion  of  W.  J.  Kennedy,  seconded  by  D.  R. 
Koelling,  a  bonus  of  $5,000  was  voted  to  W.  J. 
Kennedy  and  Jos.  W.  Hayek."     [Tr.  p.  38.] 

The  Treasury  Regulation  covering  bonuses  reads  as 
follows : 

"Bonuses  to  employees  will  constitute  allowable 
deductions  from  gross  income  when  such  payments 
are  made  in  good  faith  and  as  additional  compensa- 
tion for  services  actually  rendered  by  employees,  pro- 
vided such  payments,  when  added  to  the  stipulated 
salaries,  do  not  exceed  a  reasonable  compensation  for 
the  services  rendered.  It  is  immaterial  whether  such 
bonuses  are  paid  in  cash  or  in  kind  or  partly  in  cash 
and  partly  in  kind.  Donations  made  to  employees 
and  others,  which  do  not  have  in  them  the  element  of 
compensation  or  are  in  excess  of  reasonable  compen- 
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sation   for   services,   are   not   deductible   from   gross 
income."     (Sec.  29.23  (a)-8,  Reg.  111.) 

There  is  nothing  in  the  record  to  support  a  statement 
that  the  bonuses  paid  by  petitioner  to  its  officers  were  not 
made  in  good  faith  and  as  additional  compensation  for 
services  actually  rendered.  In  Capitol-Barg  Dry  Clean- 
ing Company  v.  Commissioner  of  Internal  Revenue,  supra, 
the  Court  said  as  follows : 

"The  facts,  apart  from  opinion  evidence,  are  un- 
controverted  and  as  indicated  in  the  memorandum 
opinion  of  the  board  were  fully  accepted  by  it.  But 
the  board  did  not  give  full  faith  and  credit  to  the 
resolution  of  November  30,  1936,  by  which  the 
claimed  allowances  were  authorized.  This  resolution 
created  the  inference  that  the  salary  allowances  were 
reasonable.  Toledo  Grain  &  Milling  Co.  v.  Commis- 
sioner, 62  Fed.  (2d)  171;  Ox  Fibre  Brush  Co.  v. 
Blair,  32  Fed.  (2d)  42." 

The  Tax  Court  failed  to  give  full  weight  and  credit  to 
the  actions  of  the  directors  in  voting  the  bonuses  to 
officers  of  petitioner. 
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VII. 
The  Tax  Court   Erred  in   Declining   to   Give  Proper 
Weight  to  the  Testimony  of  Charles  W.   Miller 
With  Respect  to  the  Reasonableness  of  the  Com- 
pensation Paid  by  Petitioner  to  Its  Two  Principal 
Officers. 
In  discussing  the  testimony  of  Charles  W.  Miller,  The 
Tax  Court  said  in  its  statements  of  fact  [Tr.  pp.  40-41]  : 

"During  the  years  1941  and  1942  there  were  only 
two  or  three  firms  besides  petitioner  in  the  name 
plate  business  in  the  Los  Angeles  area.  The  prin- 
cipal competitor  of  petitioner  in  the  Los  Angeles  area 
was  Miller  Dial  &  Nameplate  Company.  During  the 
years  1941  and  1942  Miller  Dial  &  Nameplate  Com- 
pany was  a  partnership  composed  of  two  brothers, 
Charles  W.  Miller  and  John  Dawson  Miller.  The 
duties  of  Charles  in  the  partnership  were  very  similar 
to  those  of  Hayek  in  petitioner.  The  sales  of  Miller 
Dial  &  Nameplate  Company  for  the  calendar  year 
1941  were  approximately  $156,000  and  for  the  calen- 
dar year  1942  they  were  approximately  $338,000. 
No  salaries  were  paid  to  the  partners  in  Miller  Dial 
&  Nameplate  Company  for  the  year  1941 ;  the  part- 
ners simply  made  withdrawals  as  needed.  For  the 
year  1942  the  salary  of  Charles  was  $24,000  and  that 
of  John  was  $18,000." 

In    commenting    upon    the    testimony    of    Charles    W. 
Miller,  The  Tax  Court  said : 

"Petitioner  in  its  briefs  contends  that  considerable 
weight  should  be  given  to  the  testimony  of  Charles 
W.  Miller,  one  of  the  partners  of  Miller  Dial  & 
Nameplate  Company.  The  latter  company  was  the 
principal  competitor  of  petitioner  in  the  Los  Angeles 
area.    During  1942,  this  competitor  paid  its  two  part- 
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ners  total  salaries  of  $42,000.  Miller's  testimony  can 
not  be  given  the  weight  for  which  petitioner  contends 
for  the  reason  that  during  the  years  1941  and  1942 
Miller  Dial  &  Nameplate  Company  was  a  partnership 
and  not  a  corporation.  As  a  partnership  it  could 
easily  distribute  all  of  its  earnings  in  the  form  of 
salaries  to  its  partners  without  being  questioned  by 
the  taxing  authorities.  That  is  not  true  in  the  case 
of  corporations  where  consideration  must  be  given  to 
whether  the  payments  are  in  fact  purely  for  services 
actually  rendered  and  whether  they  were  reasonable 
under  all  the  circumstances.  Cf.  Woodcliff  Silk  Mills, 
1  B.  T.  A.  715."     [Tr.  pp.  57-58.] 

The  Tax  Court  declined  to  admit  the  testimony  of 
Carlisle  John  Thorson,  a  corporation  adviser,  generally 
familiar  with  salaries  of  industrial  corporations,  but  not 
having  a  knowledge  and  familiarity  with  the  nameplate 
business.  [Tr.  pp.  152  and  153.]  The  Tax  Court  having 
limited  petitioner  with  respect  to  expert  testimony  on  the 
question  of  salaries  to  the  testimony  of  persons  in  the 
nameplate  business,  petitioner  was  naturally  very  limited 
in  presenting  expert  testimony  for  the  reason  that  there 
was  only  one  nameplate  company  of  comparable  size  in 
the  Los  Angeles  area.  For  this  reason  petitioner  avers 
that  great  weight  should  be  given  to  the  testimony  of 
Charles  W.  Miller.  The  Tax  Court  appears  to  have  given 
little  weight  to  his  testimony  for  the  reason  that  his  firm 
was  a  partnership  and  not  a  corporation.  Surely  this 
would  not  disqualify  Mr.  Miller  as  to  his  knowledge  as  to 
what  might  constitute  a  reasonable  salary  to  an  officer  of 
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a  nameplate  company.  Mr.  Miller  testified  that  $20,000 
per  year  would  be  a  reasonable  salary  for  the  services  of 
Mr.  Kennedy  and  $20,000  would  be  a  reasonable  salary 
for  the  services  of  Mr.  Hayek  for  the  year  ended  June 
30,  1941.  [Tr.  pp.  139-140.]  He  testified  that  $25,000 
each  would  be  a  reasonable  salary  for  the  two  men  for  the 
year  ended  June  30.  1942.     [Tr.  p.  141.] 

In  Capitol-Bar y  Dry  Cleaning  Co.  v.  Commissioner, 
supra,  the  Court  said  in  discussing  the  testimony  of  expert 
witnesses : 

"Their  competency  was  not  questioned.  Their  in- 
tegrity was  not  attacked.  They  were  not  discredited 
in  any  manner  known  to  the  law  and  no  color,  bias, 
prejudice  or  self-interest  appears  in  their  testimony. 
Their  testimony  was  unimpeached  and  should  have 
been  accepted  by  the  Board  in  a  matter  in  which  the 
Board  itself  had  no  knowledge  or  experience  upon 
which  it  could  exercise  an  independent  judgment. 
Where  the  testimony  before  the  Board  ought  to  have 
been  convincing  it  may  not  arbitrarily  be  disre- 
garded." 

The  experts  referred  to  were  the  President  and  Treas- 
urer of  the  largest  retail  dry  cleaning  concern  in  Cincin- 
nati and  the  Executive  Secretary  of  the  Ohio  State  Asso- 
ciation of  Dyers  and  Cleaners.  These  witnesses  were 
familiar  with  the  business  of  the  Capitol-Barg  Dry  Clean- 
ing Co.  in  a  general  way  and  with  the  industry  in  general. 
The  same  might  be  said  of  petitioner's  witness,  Charles 
W.  Miller. 
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Relief  Sought. 
The  decision  of  The  Tax  Court  should  be  reversed  as 
not  in  accordance  with  the  law  or  as  unsupported  by  the 
evidence,  or,  in  the  aUernative,  the  decision  should  be 
reversed  and  the  case  remanded  to  The  Tax  Court  of  the 
United  States  for  such  other  and  necessary  procedure 
under  the  Administrative  Procedure  Act  as  the  case  may 
require. 

Respectfully  submitted, 

Preston  D.  Orem, 

Attorney  for  Petitioner. 
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In  the   United   States   Circuit  Court  of 
Appeals  for  the  Ninth  Circuit 


No.  11804 
Kennedy  Name  Plate  Company,  a  Corporation,  petitioner, 

V. 

Commissioner  of  Internal  Revenue,  respondent 


ON  PETITION  FOR  REVIEW  OF  THE  DECISION  OF  THE  TAX 
COURT  OF  THE  UNITED  STATES 


BRIEF  FOR  THE  RESPONDENT 


OPINION  BELOW 

The  memorandum  findings  of  fact  and  opinion  of  the  Tax 
Court  (R.  31-65)  are  not  reported. 

JURISDICTION 

The  petition  for  review  herein  (R.  69-74)  involves  defi- 
ciencies in  income  taxes,  declared  value  excess  profits  taxes, 
and  excess  profits  taxes  in  the  aggregate  sum  of  $12,279.94 
for  the  taxable  years  ended  June  30, 1941,  and  June  30, 1942, 
as  asserted  by  the  Commissioner  in  notice  of  deficiency 
mailed  to  the  taxpayer  on  September  21,  1944  (R.  16-29, 
68-69).  Within  ninety  days  thereafter  and  on  December 
11, 1944,  the  taxpayer  filed  a  petition  with  the  Tax  Court  of 
the  United  States  for  redetermination  of  those  deficiencies 

(I) 
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under  the  provisions  of  Section  272  of  the  Internal  Revenue 
Code.  (R.  2,  4-29.)  The  t^:spayer's  motion  to  vacate  and 
set  aside  the  Tax  Court's  memorandum  findings  of  fact  and 
opinion  filed  on  June  20,  1947  (R.  66-67),  was  denied  by 
the  Tax  Court's  order  entered  July  14,  1947  (R.  68),  and 
the  final  order  and  decision  of  the  Tax  Court  partially  sus- 
taining the  deficiencies  in  question  was  entered  on  July  30, 
1947  (R.  68-69).  The  case  is  brought  to  this  Court  by  the 
taxpayer's  petition  for  review  filed  November  3,  1947  (R. 
69-74),  pursuant  to  the  provisions  of  Sections  1141-1142 
of  the  Internal  Revenue  Code. 

QUESTION  PRESENTED 

Whether  there  was  substantial  evidence  to  support  the 
Tax  Court's  finding  that  the  bonuses  paid  the  taxpayer's 
two  officers  in  proportion  to  their  stockholdings  were  not, 
when  considered  together  with  their  regular  salaries  and 
other  compensation  paid  them,  reasonable  compensation 
for  personal  services  rendered,  within  the  meaning  of  the 
statute. 

STATUTE  AND  REGULATIONS  INVOLVED 

The  statute  and  Regulations  involved  will  be  found  in  the 
Appendix,  infra. 

STATEMENT 

The  facts  pertaining  to  the  issue  involved  herein  were 
found  by  the  Tax  Court  as  follows  (R.  34-41) : ' 

The  taxpayer  is  a  corporation.  It  was  incorporated 
under  the  laws  of  the  State  of  California  on  August  19, 
1923,  and  has  its  principal  office  and  place  of  business  in  the 
City  of  Los  Angeles.  It  filed  its  corporation  income  and 
excess  profits  tax  returns  for  the  fiscal  years  ended  June 
30,  1941,  and  June  30,  1942,  with  the  Collector  for  the  Sixth 
Collection  District  of  Los  Angeles.    (R.  34.) 


1  The  facts  found  by  the  Tax  Court  in  respect  to  another  issue  not  in- 
volved herein  (R.  41-52,  59-65)  have  been  omitted  from  the  Statement. 


Joseph  W.  Hayek  has  been  in  the  name  plate  business 
since  1907.  From  1907  to  1917  he  either  managed  name 
plate  companies  or  the  name  plate  departments  of  various 
companies.  In  1917  he  started  a  name  plate  business  in 
Minneapolis,  Minnesota,  under  the  name  of  Hayek  Name- 
plate  &  Novelty  Company.  In  1921  he  sold  this  business  to 
William  James  Kennedy  and  Kennedy's  uncle.  Kennedy 
and  his  uncle  moved  the  business  to  Los  Angeles,  California, 
and  began  to  operate  it  as  a  partnership  under  the  name  of 
Kennedy  Nameplate  Company.  Hayek  originally  became 
an  employee  of  the  partnership  and  had  charge  of  the  pro- 
duction end  of  the  business.  Soon  thereafter  Kennedy's 
uncle  sold  his  50%  interest  in  the  partnership  to  Hayek  and 
in  1923  Hayek  and  Kennedy  organized  the  taxpayer  herein. 
The  business  of  the  partnership  was  transferred  to  the 
taxpayer  in  exchange  for  the  latter 's  stock.  From  the  time 
of  organization  to  and  through  the  taxable  years  here 
involved  Hayek  has  been  the  president  and  a  director  of  the 
taxpayer  and  Kennedy  has  been  the  secretary-treasurer  and 
a  director.  Both  men  have  devoted  their  entire  time  to 
the  taxpayer's  business  and  have  engaged  in  no  outside 
business  activities.    (K.  35.) 

At  the  time  the  taxpayer  was  organized  it  issued  1,251 
shares  of  its  stock  to  Hayek,  1,251  shares  to  Kennedy  and  1 
share  to  a  Mr.  Frank  who  became  a  director  along  with 
Hayek  and  Kennedy.  The  taxpayer  had  only  three  direct- 
ors. Frank  was  later  succeeded  by  D.  E.  Koelling  who 
then  became  the  third  director.  The  stock  had  a  par  value 
of  $10  per  share.  During  the  taxable  years  here  in  question 
the  stock  that  was  issued  to  Hayek  was  owned  by  him  as 
his  separate  property  and  the  stock  that  was  issued  to 
Kennedy  was  either  owned  by  him  as  his  separate  prop- 
erty or  by  him  and  his  wife,  Alice  L.  Kennedy,  as  com- 
munity property.     (E.  35-36.) 

Kennedy  was  employed  by  various  companies  in  New  York 


City,  Chicago,  and  in  South  America  from  1912  to  1921  when 
he  first  engaged  in  the  name  plate  business.  He  had  had 
quite  extensive  experience  as  an  executive  and  manager  and 
in  sales  promotion  both  in  the  United  States  and  in  South 
America.    (R.  36.) 

From  the  time  that  the  taxpayer  was  organized  to  and 
through  the  taxable  years  here  involved  Hayek  and  Ken- 
nedy divided  the  important  managerial  functions  of  tax- 
payer's business  between  them.  Hayek  was  in  complete 
charge  of  production,  supervising  the  work  of  men  em- 
ployed in  several  different  trades  including  art,  die  making, 
engraving,  photography,  etching,  plating,  lithography,  de- 
calcomania  manufacture  and  punch  press  operations.  He 
also  employed  a  portion  of  the  technical  personnel.  He 
perfected  many  new  processes  and  techniques  including 
a  new  method  for  camera  work,  the  elimination  of  certain 
etching  and  lithographic  operations,  die  making  improve- 
ments, new  engraving  methods,  new  chemical  solutions 
and  new  uses  for  chemical  solutions,  new  processes  for 
plastics  and  fibre,  fluorescent  plates  and  many  others. 
He  and  Kennedy  together  devised  a  new  type  of  conveyor 
to  operate  under  a  bank  of  infra  red  light  which  has 
been  quite  successful.  Kennedy  was  in  complete  charge 
of  all  departments  and  activities  of  the  taxpayer  except 
production,  including  sales,  advertising,  price  figuring, 
employment  of  a  portion  of  the  technical  personnel,  col- 
lections, purchases,  finances  and  also  keeping  in  constant 
touch  with  new  technological  developments  and  processes. 
(R.  36-37.) 

During  the  taxable  years  ended  June  30,  1941,  and  June 
30,  1942,  Hayek  worked  from  65  to  75  hours  per  week  as 
compared  with  about  45  hours  in  1939.  Many  times  he 
worked  on  Sunday  during  the  war  and  more  than  once  he 
was  required  to  work  all  night  on  important  war  jobs. 


Kennedy  worked  about  54  hours  per  week  during  the  tax- 
able years  as  compared  with  about  45  hours  per  week  during 
1939  and  1940.  (R.  37.) 

The  business  of  the  taxpayer  during  the  years  1941  and 
1942  included  the  production  of  many  items  in  addition 
to  name  plates,  including  scales,  dials,  instruction  and 
designation  plates,  luminous,  fluorescent  and  phosphores- 
cent plates  and  other  articles  of  similar  nature  which  were 
sold  largely  to  the  airplane  industry.  It  was  necessary 
to  substitute  plastics  and  fibres  for  metals  in  manufacturing 
many  products  because  of  the  shortage  of  metals  and  the 
necessity  for  conserving  strategic  materials.  The  business 
of  the  company  during  these  years  also  involved  the  use 
of  radium  and  black  light.  Many  problems  arose  due 
to  the  fumes  caused  by  the  use  of  certain  materials,  aller- 
gies and  radioactivity.  Government  inspection  during  the 
war  was  very  rigid,  requiring  greater  accuracy  in  produc- 
tion than  in  prior  years.  (R.  37-38.) 

The  by-laws  of  the  taxpayer  empowered  the  board  of 
directors  to  appoint  and  remove  all  officers  of  the  com- 
pany, prescribe  their  duties  and  fix  their  compensation. 
(R.  38.) 

The  minutes  of  the  regular  meeting  of  the  board  of 
directors  of  the  taxpayer  held  on  April  30,  1940,  provide 
in  part  as  follows  (R.  38)  : 

On  motion  of  Jos.  W.  Hayek,  seconded  by  D.  R. 
Koelling,  it  was  voted  to  increase  the  salary  of  W.  J. 
Kennedy,  to  $12,000  per  year,  retroactive  to  July  1st, 
1939. 

W.  J.  Kennedy  then  relinquished  the  chair  to  Jos. 
W.  Hayek,  and  moved,  seconded  by  D.  R.  Koelling, 
that  the  salary  of  Jos.  W.  Hayek  be  increased  to  $12,- 
000  per  year,  retroactive  to  July  1st,  1939. 
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The  minutes  of  the  regular  meeting  of  the  board  of 
directors  of  the  taxpayer  held  on  June  11,  1941,  provide 
in  part  as  follows  (B.  38) : 

On  motion  of  W.  J.  Kennedy,  seconded  by  D.  R. 
Koelling,  a  bonus  of  $5,000  was  voted  to  Jos.  W.  Hayek 
and  W.  J.  Kennedy. 

The  taxpayer's  net  sales,  officers'  compensation  (Hayek 
and  Kennedy  only),  net  income  before  federal  taxes  on 
income,  federal  taxes  on  income,  and  net  profits  for  the 
fiscal  years  ended  June  30,  1936,  to  June  30,  1942,  inclusive 
(R.  38-39),  were  as  follows  (R.  39) : 

Net 
Income 

Year  Officers'  before  Federal 

Ended                  Net           Compen-        Federal  Taxes  on  Net 

June  30                 Sales             sation            Taxes  Income  Profit 

1936 $82,153.49     $6,542.00  $16,430.61  $2,925.79  $13,504.82 

1937 98,354.42     15,000.00     13,870.53  2,961.67  10,908.86 

1938 109,464.23  15,322.40   6,387.47   1,526.50  4,860.97 

1939 109,966.49  15,183.30  10,164.23   1,347.99  8,816.24 

1940 151,446.43  24,194.80  15,862.53  2,145.75  13,716.78 

1941 256,451.30  34,000.00  46,942.07  16,709.61  30,232.46 

1942 363,912.88  34,000.00  91,747.72  50,597.47  41,150.25 

Beginning  in  1931  the  taxpayer  began  paying  bonuses 
to  certain  of  its  employees.  During  the  taxable  years 
such  bonuses  approximated  $12,000  to  $14,000  per  year. 
During  the  fiscal  years  ended  June  30,  1937,  to  June  30, 
1942,  inclusive,  the  taxpayer's  employees  numbered  39,  36, 
37,  53,  73  and  90,  respectively.  (R.  39.) 

The  taxpayer  accumulated  certain  scrap  from  time  to 
time  which  is  the  metal  that  was  left  over  from  the  various 
jobs.  It  is  usually  referred  to  as  "overs  on  jobs"  and 
is  sold  as  scrap.  The  proceeds  from  the  sales  of  scrap 
by  the  taxpayer  amounted  to  $1,873.16  for  the  fiscal  year 
ended  June  30,  1941,  and  .$1,716.36  for  the  fiscal  year 
ended  June  30,  1942.  One-half  of  these  amounts  was  paid 
over  to  Hayek  and  one-half  to  Kennedy,  who,  together 
with  their  respective  wives,  reported  the  amounts  in  their 


individual  income  tax  returns  as  income  from  the  sale  of 
scrap.  Tlie  taxpayer  did  not  return  any  of  the  proceeds 
from  the  sales  of  scrap  as  income  and  neither  did  it  deduct 
any  amount  as  compensation,  or  otherwise,  on  account  of 
the  proceeds  that  were  paid  over  to  Hayek  and  Kennedy. 
The  proceeds  from  the  sale  of  scrap  were  a  part  of  the 
taxpayer's  gross  income  and  should  have  been  returned 
by  the  taxpayer  as  such.  It  is  the  practice  in  the  name 
plate  industry  to  permit  officers  to  sell  scrap  and  to  regain 
the  proceeds  from  such  sales  as  a  bonus  or  additional  com- 
pensation. Everywhere  that  Hayek  ever  worked  he  always 
got  the  scrap  or  part  of  the  scrap.  In  1916,  when  he 
was  working  for  a  Minneapolis  concern,  his  salary  was 
$4,420  plus  all  the  scrap  except  the  scrap  from  sterling 
silver.  In  1930  he  was  offered  a  position  at  an  annual 
salary  of  $12,000  plus  20%  of  the  scrap.  (R.  39-40.) 

During  the  years  1941  and  1942  there  were  only  two  or 
three  firms  besides  the  taxpayer  in  the  name  plate  business 
in  the  Los  Angeles  area.  The  principal  competitor  of 
the  taxpayer  in  the  Los  Angeles  area  was  Miller  Dial  & 
Nameplate  Company.  During  the  years  1941  and  1942 
Miller  Dial  &  Nameplate  Company  was  a  partnership  com- 
posed of  two  brothers,  Charles  W.  Miller  and  John  Dawson 
Miller.  The  duties  of  Charles  in  the  partnership  were 
very  similar  to  those  of  Kennedy  in  the  taxpayer  company 
and  the  duties  of  John  in  the  partnership  were  very  similar 
to  those  of  Hayek  in  the  taxpayer  company.  The  sales 
of  Miller  Dial  &  Nameplate  Company  for  the  calendar 
year  1941  were  approximately  $150,000  and  for  the  calendar 
year  1942  they  were  approximately  $338,000.  No  salaries 
were  paid  to  the  partners  in  Miller  Dial  &  Nameplate 
Company  for  the  year  1941;  the  partners  simply  made 
withdrawals  as  needed.     For  the  year  1942  the  salary  of 
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Charles  was  $24,000  and  that  of  John  was  $18,000.  (R.  40- 
41.) 

During  February  or  March  of  the  year  1943  the  Northern 
Engraving  Company  of  Racine,  Wisconsin,  offered  to  pur- 
chase a  51 7o  control  of  the  business  of  the  taxpayer  and 
to  retain  the  services  of  Hayek  and  Kennedy  for  a  period 
of  two  years.     This  offer  was  rejected.  (R.  41.) 

The  taxpayer  has  declared  or  paid  no  dividends,  as 
such,  since  the  fiscal  year  ended  June  30, 1938.  (R.  41.) 

A  reasonable  allowance  for  salaries  or  other  compensa- 
tion for  personal  services  actually  rendered  to  the  tax- 
payer by  each  of  its  officers,  Hayek  and  Kennedy,  during 
each  of  the  taxable  years  ended  June  30,  1941,  and  June 
30,  1942,  was  the  basic  salary  paid  to  each  officer  in  each 
year  in  the  respective  amount  of  $12,000  plus  the  proceeds 
from  the  sale  of  scrap  in  each  of  the  taxable  years  paid 
to  those  two  respective  officers.  The  amounts  of  $5,000 
paid  to  each  officer  in  the  taxable  years  ended  June  30,  1941, 
and  June  30,  1942,  were  in  the  nature  of  dividend  distri- 
butions on  stock.  (R.  41). 

Upon  the  basis  of  the  foregoing  facts  the  Tax  Court, 
affirming  in  part  the  Commissioner's  determination  (R.  16- 
29),  found  and  held  that  the  bonus  payments  in  question 
aggregating  $10,000  for  each  of  the  taxable  years  involved 
were  in  the  nature  of  dividend  distributions  on  stock  and 
therefore  were  not  deductible  as  ordinary  and  necessary 
business  expenses  for  those  years  (R.  41,  52-59),  and 
thereupon  entered  its  decision  accordingly  (R.  08-69). 
From  the  decision  so  entered  the  taxpayer  petitioned  this 
Court  for  review.  (R.  09-74.) 

SUMMARY  OF  ARGUMENT 

The  Tax  Court  properly  allowed  the  taxpayer  to  deduct 
only  a  reasonable  portion  of  the  total  sum  paid  to  its  presi- 
dent and  secretary-treasurer  as  salaries,  bonuses  and  other 


compensation  for  the  taxable  years  ended  June  30,  1941, 
and  June  30,  1942,  and  disallowed  the  remainder  (bonuses) 
as  being  in  reality  dividend  distributions  of  profits  and 
therefore  not  deductible  as  business  expenses.  The  ques- 
tion presented  is  one  of  fact,  and  since  there  is  substantial 
evidence  to  support  the  Tax  Court's  findings  and  decision 
they  should  be  affirmed  upon  review. 

The  facts  show  that  the  taxpayer  was  a  closely  held  cor- 
poration completely  controlled  and  dominated  by  the  two 
officers  in  question  who,  barring  one  qualifying  share, 
owned  equal  shares  of  all  the  taxpayer's  outstanding  stock, 
that  no  dividends  were  declared  or  paid  during  the  taxable 
years  or  for  several  years  prior  thereto,  and  that  the  in- 
creased compensation  they  voted  themselves  as  directors 
and  officers  of  the  corporation  and  received  as  bonuses  in 
those  years,  actually  represented  corporate  earnings. 
Under  these  circumstances  it  is  apparent  that  the  excessive 
sums  paid  them  as  bonuses  were  in  fact  distributions  of 
profits.  Accordingly,  the  bonuses  in  question,  over  and 
above  the  salaries  and  other  compensation  allowed  by  the 
Tax  Court  as  reasonable,  may  not  properly  be  considered 
as  reasonable  allowances  for  services  actually  rendered 
during  the  taxable  years  and  deducted  as  business  expenses. 

ARGUMENT 

The  Tax  Court's  findings  as  to  the  amounts  in  question  which 
constituted  unreasonable  compensation  paid  as  bonuses  to 
the  taxpayer's  officers  are  supported  by  substantial  evidence 
and  should  therefore  be  sustained 

The  answer  to  the  question  herein  turns  on  the  decision 
as  to  whether  the  amounts  in  controversy,  aggregating 
$10,000  and  representing  payments  made  by  the  taxpayer 
as  bonuses,  in  addition  to  the  regular  salaries  and  other 
compensation,  to  its  president  and  secretary-treasurer  dur- 
ing each  of  the  taxable  years  ended  June  30,  1941,  and  June 
30,  1942,  and  disallowed  by  the  Commissioner  and  the  Tax 
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Court  as  unreasonable,  constituted,  over  and  above  the 
sums  allowed  as  deductions,  "a  reasonable  allowance  for 
salaries  or  other  compensation  for  personal  services  actu- 
ally rendered"  during  those  years,  within  the  meaning  of 
the  statute  and  the  Regulations.  Section  23  (a)  (1)  (A)  of 
the  Internal  Revenue  Code,  as  amended  (Appendix,  infra) ; 
Sections  19.23  (a)-l,  19.23  (a) -6,  and  19.23  (a) -8  of  Treas- 
ury Regulations  103  (all  Appendix,  infra).  If  so,  the 
statute  authorizes  the  deduction  thereof  as  ordinary  and 
necessary  expenses  paid  or  incurred  during  the  taxable 
years  in  carrying  on  the  taxpayer's  trade  or  business 
(Section  23  (a)  (1)  (A)) ;  otherwise,  deduction  of  the  excess 
amounts  disallowed  as  unreasonable  is  unauthorized. 

The  applicable  Treasury  Regulations  of  long  standing 
provide  that  the  allowance  "may  not  exceed  what  is  reason- 
able under  all  the  circumstances",  and  that,  in  general, 
reasonable  compensation  constitutes  "only  such  amount 
as  would  ordinarily  be  paid  for  like  services  by  like  enter- 
prises under  like  circumstances."  Section  19.23  (a)-6  (3), 
Treasury  Regulations  103. 

It  is  established  by  numerous  decisions  of  this  Court  and 
the  other  Circuit  Courts  of  Appeals  that  the  question  of 
reasonableness  of  salaries  or  other  compensation  claimed 
as  deductions  is  purely  one  of  fact;  that  the  taxpayer  has 
the  burden  of  proving  that  the  Commissioner's  determina- 
tion, presumptively  correct,  is  wrong;  and  that  the  Tax 
Court's  finding  of  the  amount  constituting  reasonable  com- 
pensation is  entitled  to  finality  if  supported  by  substantial 
evidence."     These   decisions   are   merely   applications   of 


-  E.  Wagner  cO  Son  v.  Commissioner,  93  F.  2d  816,  818  (CCA.  9th 
Sunset  Scavenger  Co.  v.  Commissioner,  84  F.  2(1  453,  456  (CCA.  9th) 
General  Water  Heater  Corp.  v.  Commissioner,  42  F.  2d  419,  420  (CCA 
9th) ;  see  also,  for  example,  Westmoreland  Specialty  Co.  v.  Burnet,  57  F 
2d  615  (App.  D.  C),  certiorari  denied,  287  U.  S.  609;  L.  E.  Pinkham  Med 
Co.  V.  Commissioner,  128  F.  2d  986,  990  (CCA.  1st),  certiorari  denied. 
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the  familiar  principles  governing  the  scope  of  judicial  re- 
view of  the  Tax  Court's  factual  determination.^  As  stated 
by  the  Supreme  Court  in  Wilmington  Co.  v.  Helvering,  316 
U.  S.  164,  168  ; 

It  is  the  function  of  the  Board,  not  the  Circuit  Court 
of  Appeals,  to  weigh  the  evidence  to  draw  inferences 
from  the  facts,  and  to  choose  between  conflicting  infer- 
ences. The  court  may  not  substitute  its  view  of  the 
facts  for  that  of  the  Board.  Where  the  findings  of  the 
Board  are  supported  by  substantial  evidence  they  are 
conclusive. 

The  appellate  court  will  merely  examine  the  evidence  to 
see  whether  the  Tax  Court's  findings  are  supported  by  sub- 
stantial evidence,  and  it  need  go  no  further  than  look  into 
the  evidence  to  ascertain  whether  it  is  "legally  sufficient 
to  sustain"  the  findings.  Phillips  v.  Commissioner,  283 
U.  S.  589,  600;  Tracy  v.  Commissioner,  53  F.  2d  575,  578 
(CCA.  6th).  Thus,  unless  there  is  no  rational  basis  in 
the  evidence  for  the  Tax  Court's  conclusion,  this  Court  is 

317  U.  S.  675;  L.  (f:  C.  Mai/ers  Co.  v.  Commissioner,  decided  November  3, 
1941  (1941  P-H  B.T.A.  Memorandum  Decisions,  par.  41,489),  affirmed 
per  curiam,  131  F.  2d  309  (CCA.  2d),  certiorari  denied,  318  U.  S.  773; 
Long  Island  Drug  Co.  v.  Commissioner,  111  F.  2d  593,  594  (CCA.  2d), 
certiorari  denied,  311  U.  S.  680;  In  re  Rae's  Estate,  147  F.  2d  204,  207-208 
(CCA.  3d) ;  Antlwmj  P.  Miller,  Inc.  V.  Commissioner,  164  F.  2d  268,  270 
(CCA.  3d);  Miller  Mfg.  Co.  v.  Commissioner,  149  F.  2d  421,  423 
(CCA.  4th);  Crescent  Bed  Co.  v.  Commissioner,  133  F.  2d  424,  426 
(CCA.  5th);  Clinton  Co.  v.  Commissioner,  159  F.  2d  102  (CCA.  7th); 
Helvering  v.  Superior  Wines  &  Liquors,  134  F.  2d  373,  378  (C  C  A.  8th) ; 
cf.  Becht  V.  United  States,  54  F.  2d  968  (CCls.),  certiorari  denied,  286 
U.  S.  560. 

^John  Kelley  Co.  v.  Commissioner,  326  U.  S.  521;  Commissioner  v. 
Flowers,  326  U.  S.  465,  rehearing  denied,  326  U.  S.  812;  Boehm  v.  Com- 
missioner, 326  U.  S.  287,  rehearing  denied,  326  U.  S.  811;  Commissioner 
V.  Court  Holding  Co.,  324  U.  S.  331;  Commissioner  v.  Scottish  American 
Co.,  323  U.  S.  119;  Dobson  v.  Commissioner,  320  U.  S.  489,  rehearing  de- 
nied, 321  U.  S.  231;  Wilmington  Co.  v.  Helvering,  316  U.  S.  164;  Helvering 
V.  Kehoe,  309  U.  S.  277;  see  Commissioner  v.  Heininger,  320  U.  S.  467,  475. 
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required  to  aflSrm  its  decision  on  such  issue.  Boehm  v.  Com- 
missioner, 326  U.  S.  287,  rehearing  denied,  326  U.  S.  811. 
Moreover,  in  deciding  this  question,  the  Tax  Court  must 
necessarily  exercise  its  own  judgment,  and  will  not  be  re- 
quired to  ascertain  a  reasonable  allowance  with  mathemati- 
cal precision.  Tumivuter  Lumber  Mills  Co.  v.  Commis- 
sioner, 65  F.  2d  675  (CCA.  9th) ;  Atlas  Plaster  S  Fuel 
Co.  V.  Commissioner,  55  F.  2d  802,  804  (CCA.  6th). 
Since  profits  may  be  distributed  as  salary,  extra  compen- 
sation, a  bonus,  etc.,  it  is  proper  to  inquire  whether  the 
pajTuents  are  in  fact  compensation  for  services  actually  ren- 
dered or  are  in  whole  or  in  part  merely  distributions  of 
profits.  Botany  Mills  v.  United  States,  278  U.  S.  282,  292; 
Marble  d  Shattuck  Chair  Co.  v.  Commissioner,  39  F.  2d 
393  (CCA.  6th) ;  Twin  City  Tile  &  M.  Co.  v.  Commissioner, 
32  F.  2d  229  (CCA.  8th).  The  credibility  of  the  witnesses, 
and  the  weight  to  be  accorded  to  their  testimony  and  the 
other  evidence  adduced  at  the  trial,  are  matters  which  were 
clearly  within  the  province  of  the  Tax  Court  to  determine, 
for  the  Tax  Court  was  not  required  to  accept  the  opinion 
evidence  of  the  taxpayer's  witnesses  as  to  the  reasonable- 
ness of  the  salary  paid,  if  it  did  not  see  fit  to  accept  such 
evidence.  Sunset  Scavenger  Co.  v.  Commissioner,  84  F. 
2d  453  (CCA.  9th) ;  E.  Wagner  S  Son  v.  Commissioner, 
93  F.  2d  816  (CCA.  9th) ;  L.  S  C.  Mayers  Co.  v.  Commis- 
sioner, 131  F.  2d  309  (CCA.  2d),  certiorari  denied,  318 
U.  S.  773;  In  re  Rae's  Estate,  Ul  F.  2d  204,  207  (CCA. 
3d) ;  Am-Plus  Storage  B.  Co.  v.  Commissioner,  35  F.  2d 
167  (CCA.  7th).  Also,  the  Tax  Court Vs  findings  may  not 
be  set  aside  on  appeal  because  of  a  difference  of  opinion 
as  to  the  weight  of  the  evidence,  and  its  decision  based 
thereon  should  be  sustained  if  there  is  any  substantial  evi- 
dence to  support  it.  Botchford  v.  Commissioner,  81  F.  2d 
914  (CCA.  9th) ;  General  Water  Heater  Corp  v.  Commis- 
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sioner,  42  F.  2d  419  (CCA.  9th) ;  L.  E.  Pinkham  Med.  Co. 
V.  Commissioner,  128  F.  2d  986  (CCA.  1st),  certiorari  de- 
nied, 317  U.  S.  675. 

Accordingly,  the  issue  here  reduces  itself  simply  to  a 
determination  of  whether  or  not  there  is  any  substantial 
evidentiary  support  for  the  Tax  Court's  finding  that  (R. 
41): 

A  reasonable  allowance  for  salaries  or  other  com- 
pensation for  personal  services  actually  rendered  to 
petitioner  by  eacli  of  its  officers,  Hayek  and  Kennedy, 
during  each  of  the  taxable  years  ended  June  30,  1941, 
and  June  30,  1942,  was  the  basic  salary  paid  to  each 
officer  in  each  year  in  the  respective  amount  of  $12,000 
plus  the  proceeds  from  the  sale  of  scrap  in  each  of  the 
taxable  years  paid  to  those  two  respective  officers. 
The  amounts  of  $5,000  paid  to  each  officer  in  the  taxable 
years  ended  June  30,  1941,  and  June  30,  1942,  were  in 
the  nature  of  dividend  distributions  on  stock. 

We  submit  and  show  hereinafter  that  these  ultimate  find- 
ings are  amply  supported  by  the  record  and  that,  as  is  plain 
from  its  opinion  (R.  52-59),  the  Tax  Court  weighed  all  the 
relevant  factors,  including  those  favorable  as  well  as  those 
unfavorable  to  the  taxpayer,  in  arriving  at  its  decision. 

In  the  first  place,  upon  the  Commissioner's  determining 
what  portion  of  the  increased  amount  paid  the  taxpayer's 
two  officers  constituted  reasonable  compensation  for  the 
services  actually  rendered  by  them,  the  taxpayer  can  pre- 
vail only  upon  a  showing  that  the  evidence  fairly  estab- 
lishes that  the  claimed  larger  amounts  were  reasonable  un- 
der all  the  circumstances,  that  such  amounts  were  intended 
and  paid  as  compensation  for  services,  and  that  the  extra 
compensation  was  such  as  would  ordinarily  have  been  paid 
by  similar  corporations  or  business  enterprises  to  corre- 
sponding officers  or  employees  for  like  services  under  like 
circumstances.    Sections  19.23  (a)-6  and  19.23  (a)-8,  Treas- 
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ury  Regulations  103;  Baton ij  Mills  v.  United  States,  supra; 
Welch  V.  Helvering,  290  U.  S.  Ill,  115;  L.  d  C.  Mayers  Co. 
V.  Commissioner,  decided  November  3,  1941  (1941  P-H 
B.T.A.  Memorandum  Decisions,  par.  41,489),  afifirmcd  per 
curiam,  131  F.  2d  309  (CCA.  2d),  certiorari  denied,  318 
U.  S.  773.  The  taxpayer  has  failed  to  meet  these  require- 
ments. 

In  the  foregoing  cases  and  many  others  it  has  been 
recognized  that  where  a  corporation  makes  a  payment  to 
an  officer  wlio  is  also  a  stockholder  and  seeks  to  deduct 
the  amount  as  compensation  for  services  in  computing  the 
tax,  it  is  open  to  inquiry  whether  the  payment  is  in  fact 
compensation  or  is  in  whole  or  in  part  merely  a  distribution 
of  profits.  In  the  Botany  Mills  case,  supra,  the  Supreme 
Court  said  (p.  292) : 

We  do  not  tind  it  necessary  to  determine  here  whether 
the  amounts  paid  by  a  corporation  to  its  officers  as  com- 
pensation for  tlieir  services  cannot  be  allowed  as  "ordi- 
nary and  necessary  expenses"  within  the  meaning  of 
Section  12  (a),  merely  because,  and  to  the  extent  that, 
as  compensation,  they  are  unreasonable  in  amount. 
However,  this  may  be,  it  is  clear  that  extraordinary, 
unusual  and  extravagant  amounts  paid  by  a  corpora- 
tion to  its  officers  in  the  guise  and  form  of  compensation 
for  their  services,  but  having  no  substantial  relation 
to  the  measure  of  their  services  and  being  utterly  dis- 
proportioned  to  their  value,  are  not  in  reality  payment 
for  services,  and  cannot  be  regarded  as  "ordinary  and 
necessary  expenses"  within  the  meaning  of  the  section; 
and  that  such  amounts  do  not  become  part  of  the  "ordi- 
nary and  necessary  expenses"  merely  because  the  pay- 
ments are  made  in  accordance  with  an  agreement  be- 
tween the  corporation  and  its  officers. 

The  Commissioner  disallowed  all  but  the  regular  salaries 
and  the  Tax  Court,  holding  that  the  bonuses  were  in  the 
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nature  of  dividend  distributions  on  stock,  disallowed  only 
the  bonuses  as  unreasonable.  (R.  33,  41,  52-59.)  The  tax- 
payer contends,  however,  that  the  Tax  Court  erred  in 
failing  to  allow  as  deductions  the  total  amounts  paid  its 
two  officers  as  salaries,  bonuses  and  proceeds  from  scrap 
sales  which  allegedly  represented  reasonable  compensation 
for  personal  services  actually  rendered.  It  states  that 
this  is  shown  by  the  taxpayer's  statistical  data  for  earnings 
and  the  testimony  of  disinterested  and  competent  witnesses. 
(Pet.  Br.  14-17,  30-32.)  It  contends  further  that  the  Tax 
Court  also  erred  in  holding  that  the  bonus  payments  of 
$10,000  to  those  officers  in  each  taxable  year  w^ere  in  the 
nature  of  dividend  distributions  and  therefore  not  deduct- 
ible as  business  expenses  (Br.  18-19),  the  Tax  Court  hav- 
ing erroneously  failed  to  give  proper  weight  and  credit  to 
the  action  of  the  taxpayer's  board  of  directors  voting  the 
bonuses  to  such  officers  (Br.  28-29). 

As  to  the  resolution  of  the  taxpayer's  board  of  directors, 
the  amount  of  salary  and  other  compensation  fixed  by  the 
corporate  directors'  resolution  is  presumptively  valid  but 
it  is  not  conclusively  so.  Becker  Bros.  v.  United  States, 
7  F.  2d  3  (C.C.A.2d) ;  //.  L.  Trimyer  S  Co.  v.  Noel,  28  F.  2d 
781  (E.D.Va.).  Neither  was  the  testimony  of  the  tax- 
payer's witnesses  binding  since  the  Tax  Court  was  free  to 
reject  their  opinion  evidence  if  it  did  not  see  fit  to  accept  it, 
as  heretofore  shown.  The  Tax  Court  was  at  liberty  to 
weigh  all  the  evidence  and  relevant  factors,  as  it  did,  and 
thereby  arrive  at  the  ultimate  findings  that  the  regular 
salaries  of  $24,000  paid  the  two  officers,  plus  the  proceeds 
from  the  scrap  sales,  constituted  a  reasonable  allowance 
for  their  services  actually  rendered  during  the  taxable 
years,  and  that  the  $10,000  paid  them  additionally  as 
bonuses  during  those  years  were  in  the  nature  of  dividend 
distributions,  and  therefore  not  deductible  as  business  ex- 
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penses  paid  in  the  guise  of  compensation  for  services.  (R. 
41,  57-59.)  The  primary  findings  (R.  34-41)  upon  which 
these  findings  were  based  are  amply  supported  by  the 
evidence  (R.  76-162),  and  show  conclusively  that  the  excess 
compensation  paid  the  two  officers  in  the  form  of  bonuses 
was  unreasonable  and  in  any  event  not  deductible  as  busi- 
ness expenses  because  it  represented  distributions  of 
profits. 

A  consideration  of  all  the  facts  and  surrounding  circum- 
stances leads  irrefragably  to  the  conclusion  that  the  aggre- 
gate salaries  and  other  sums  paid  as  compensation  to  the 
taxpayer's  two  officers  in  the  taxable  years  represented,  in 
part  at  least,  unreasonable  compensation  for  services 
rendered,  and  that  a  reasonable  compensation  for  such 
services  during  those  years  was  not  more  than  $12,000  each, 
the  same  as  paid  in  the  prior  year,  plus  the  proceeds  from 
the  scrap  sales,  as  the  Tax  Court  held.  (R.  58-59.)  The 
prior  years'  salaries  compared  with  those  of  the  taxable 
years,  the  absence  of  any  declaration  and  payment  of  divi- 
dends after  the  fiscal  year  ended  June  30,  1938,  and  the 
resolutions  of  the  taxpayer's  only  two  directors  and  stock- 
holders (barring  one  qualifying  share)  two  months  before 
the  beginning  of  the  taxable  years  increasing  retrospec- 
tively their  own  compensation  as  officers  from  $12,000  each 
in  the  prior  year  to  an  amount  in  excess  of  $17,000  each 
for  the  taxable  years,  all  tend  to  show  this.  The  taxpayer 
has  failed  to  show  any  justification  for  an  increase,  over 
the  priol'  year,  in  excess  of  that  determined  in  part  by  the 
Commissioner  and  as  redetermined  in  greater  amount  by 
the  Tax  Court.  (R.  41,  58-59.)  There  is  no  evidence  what- 
ever to  show  that  the  taxpayer's  increases  in  sales  for  the 
taxable  years  over  the  preceding  years  (R.  39)  were  the 
result  of  increased  eifort  or  ability  on  the  part  of  the  two 
officers,  or  that  they  were  not  the  direct  result  of  the  unusual 
market  conditions  and  commercial  prosperity  then  prevail- 
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ing  because  of  the  war  conditions.  World  War  II  was  then 
in  progress  and  it  is  common  knowledge  that  from  that 
time  on  there  was  an  insatiable  demand  and  ready  market 
for  practically  any  and  all  manufactured  products  without 
much,  if  any,  necessity  for  selling  effort.  The  evidence 
shows  that  the  taxpayer's  business  was  materially  enhanced 
to  unprecedented  proportions  during  the  taxable  years  by 
the  manufacture  and  sale  of  war  materials.*  (R.  95,  97-99, 
101,  108,  116-117,  125.)  The  two  officers  in  question  were 
paid  increases  during  the  taxable  years  in  excess  of  59% 
over  the  preceding  year  1940  and  much  greater  increases 
over  1939  and  prior  years  (R.  39,  58),  and  the  portion  of 
the  increases  (bonuses)  disallowed  is  not  shown  to  have 
been  justified  as  reasonable  compensation  upon  the  basis 
of  any  such  factors  as  increases  in  sales  effected  by  the 
efforts  of  the  two  officers.  Hence,  the  taxpayer  has  not 
shown  and  the  record  does  not  show  on  what  basis  the  two 
officers  in  question  received  the  bonuses  during  the  taxable 
years.  The  additional  payments  were  merely  determined 
and  fixed  by  the  taxpayer's  board  of  directors  of  which  the 
two  officers — together  with  Mr.  Koelling  who  owned  only 
one  qualifying  share — were  the  only  members,  and  they 
voted  themselves  the  bonuses.  (R.  35-36,  38.)  This  is  a 
significant  factor  not  to  be  overlooked  in  considering  the 
reasonableness  and  consequently  deductibility  of  their  com- 


*  The  evidence  shows  ( R.  98 )  that  in  reply  to  the  question,  "Was  that 
[war]  business  increased  in  1941  and  1942  over  prior  yeai-s?"  witness 
Kennedy  replied  "We  had  an  amazing  increase."  He  also  testified  (R.  108) 
that  in  1941-1942  "we  were  still  completing  a  lot  of  commercial  business, 
and  going  right  into  war  business,  and  he  [Mr.  Hayek]  was  doing  twice 
as  much  work  a  part  of  that  time";  and  that  (R.  117)  "the  commercial 
business  was  becoming  less  and  the  military  business  was  increasing,  and 
at  the  end  of  1942  they  had  practically  eliminated  the  commercial  pro- 
ducer, making  goods  for  the  commercial  producer."  Likewise,  Avitness 
Miller  (R.  142),  in  answer  to  the  question  "whether  or  not  the  major 
portion  of  the  increase  in  business  of  nameplate  companies  generally  was 
due  to  the  war  activity",  stated,  "I  believe  it  was." 
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pensation.  L.  d  C.  Mayers  Co.  v.  Commissioner,  decided 
November  3,  1941  (1941  P-H  B.T.A.  Memorandum  Deci- 
sions, par,  41,489),  affirmed  per  curiam,  131  F.  2d  309 
(C.C.A.2d),  certiorari  denied,  318  U.  S.  773. 

The  test  of  deductibility  in  the  case  of  salaries,  bonuses 
and  other  compensation  is  whether  they  were  reasonable 
and  were  in  fact  payments  purely  for  services.    Ostensible 
additional  compensation  paid  by  a  corporation  having  a 
few  stockholders  who  draw  salaries  invites  scrutiny,  and  in 
any  event  the  allowance  for  compensation  paid  may  not 
exceed  what  was  reasonable  under  all  the  circumstances 
(Sections  19.23  (a)-6  and  19.23  (a)-8  of  Treasury  Regula- 
tions 103),  as  the  Tax  Court  stated  (R.  55).    Applying  this 
test  to  the  facts  herein,  it  is  at  once  apparent  that  the 
Tax  Court  properly  found  and  held  upon  the  evidence  that 
the  bonuses  paid  to  the  two  officers  were  in  fact  in  the 
nature  of  dividend  distributions  on  stock,  and  therefore  not 
deductible  as  business  expenses  over  and  above  the  regular 
salaries  and  the  proceeds  from  scrap  sales  paid  them.     (R. 
41,  57-58.)     Although  the  taxpayer  had  large  increases  in 
surplus  during  the  taxable  years  over  the  preceding  years 
(R.  42-44),  the  Tax  Court  found  upon  the  evidence  that  the 
taxpayer  had  declared  and  paid  no  dividends,  as  such,  since 
the  fiscal  year  ended  June  30,  1938,  when  it  paid  a  20% 
dividend  of  $5,006  (R.  41,  56) ;  and  that  during  that  year 
it  paid  its  two  officers  compensation  slightly  in  excess  of 
$15,000  and  had   net  profits,   after   deduction   of  federal 
taxes,  of  approximately  $4,860  (R.  39,  56).    Thereafter  the 
taxpayer's  net  profits,  after  taxes  were  deducted,  increased 
substantially  from  year  to  year  but  the  taxpayer  neverthe- 
less   failed   to    declare    and    pay    dividends.      Instead,    it 
progressively   increased   the   compensation   paid   its   only 
two  officers  who,  barring  one  qualifying  share,  owned  50% 
each  of  all  the  taxpayer's  stock,  until  their  combined  in- 
creases in  compensation  eventually  became  the  equivalent 
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of  substantial  dividends  on  the  outstanding  stock  during 
all  the  non-dividend  years  (R.  39),  as  the  Tax  Court  pointed 
out  (R.  56-57).  It  is  quite  apparent  from  these  facts,  there- 
fore, that  the  bonus  payments  were  not  in  fact  payments 
purely  for  services  and  reasonable  under  all  the  circum- 
stances but  that  they  actually  represented  distributions  of 
profits  in  the  guise  of  compensation  during  the  taxable 
years.  Botany  Mills  v.  United  States,  supra,  p.  292; 
H.  Levine  S  Bros.  v.  Commissioner,  101  F.  2d  391,  393 
(C.C.A.Tth) ;  Am-Plus  Storage  B.  Co.  v.  Commissioner,  35 
F.  2d  167  (C.C.A.7th) ;  Ttvin  City  Tile  d  M.  Co.  v.  Commis- 
sioner, 32  F.  2d  229  (C.C.A.Sth) ;  Marble  d  Shattuck  Chair 
Co.  v.  Commissioner,  39  F.  2d  393  (CCA.  6th);  Braivoh, 
Inc.  V.  Commissioner,  28  B.T.A.  666,  682,  petition  for  review 
dismissed,  without  opinion,  74  F.  2d  1012  (CCA.7th). 
Consequently,  for  purposes  of  taxation,  the  bonuses  must 
be  treated  as  dividend  payments  made  by  the  taxpayer  and 
not  as  business  expenses  for  which  deductions  may  be  taken. 
Tumwater  Lumber  Mills  Co.  v.  Commissioner,  65  F.  2d 
675,  677  (C.C.A.9th);  Chattanooga  Sav.  Bank  v.  Breioer, 
17  F.  2d  79  (CCA.  6th),  certiorari  denied,  274  U.S.  751; 
B.  L.  Heflin,  Inc.  v.  United  States,  58  F.  2d  482,  486-487 
(C  Cls.),  certiorari  denied,  287  U.  S.  631. 

It  has  been  held  that  when  a  corporation  in  the  normal 
course  of  business  consistently  pays  out  large  portions 
of  its  profits  as  compensation  to  its  officers  who  are  the 
principal  stockholders,  such  distribution  is  one  of  profit 
rather  than  an  "ordinary  and  necessary"  expense  of 
business.  H.  Levine  <&  Bros.  v.  Commissioner,  supra,  pp. 
393-394.  The  fact  that  the  salaries,  bonuses  and  other 
compensation  paid  to  its  two  officers  by  the  taxpayer  were 
in  direct  proportion  or  substantially  so  to  their  stockhold- 
ings is  strong  evidence  of  intent  to  distribute  profits  as 
salaries  and  other  compensation.  This  must  be  overcome 
by  clear  evidence  showing  that   such  compensation   was 
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reasonable  in  amount  and  actually  represented  compensa- 
tion purely  for  personal  services  rendered,  barring  which 
it  must  be  disallowed  as  a  deduction  for  business  expense. 
General  Water  Heater  Corp.  v.  Commissioner,  42  F.  2d  419, 
420  (CCA.  9tb) ;  Bridges-Smith  Co.  v.  Glenn  (W.D.Ky.), 
decided  March  18,  1939  (24  A.F.T.R.  1212),  affirmed  per 
curiam,  116  F.  2d  934  (CCA.  6th) ;  Woodcliff  Silk  Mills  v. 
Commissioner,  1  B.T.A.  715,  718.  Additional  compensation 
to  officer-stockholders  may  properly  be  disallowed  or  re- 
duced where  the  circumstances  show  that  the  increase  was 
intended  to  absorb  an  anticipated  expansion  of  earnings 
rather  than  the  payment  for  additional  services  rendered. 
Section  19.23  (a)-7  of  Treasury  Regulations  103;  Walts, 
Inc.  V.  Commissioner,  decided  January  17,  1947  (1947 
P-H  T.C  Memorandum  Decisions  Service,  par.  47,003)  now 
pending  in  this  Court. 

The  only  fact  apparently  adduced  by  the  taxpayer  in  an 
attempt  to  justify  the  claimed  deduction  was  the  increase 
in  its  net  sales  for  the  taxable  years."^  (R.  39.)  While  there 
was  a  substantial  increase  in  the  sales  for  each  year  (R.  39), 
that  factor,  while  relevant,  is  by  no  means  in  itself  con- 
clusive of  the  reasonableness  of  the  total  amounts  paid  the 
two  officers  as  compensation  during  those  years.  Clinton 
Co.  V.  Commissioner,  159  F.  2d  102  (CCA.  7th);  Louo 
Island  Drug  Co.  v.  Commissioner,  111  F.  2d  593  (CCA.  2d), 
certiorari  denied,  311  U.  S.  680.  Especially  is  this  true 
where  the  increase  in  sales  is  not  shown  to  have  been  at- 
tributable to  the  officers'  increased  services  but  rather  the 
direct  result  of  the  unusual  market  conditions  and  com- 
mercial prosperity  then  prevailing  generally  due  to  the 

5  The  showing  of  the  two  officers'  increased  hours  of  work  in  the  taxable 
years  as  compared  with  those  of  prior  years  is  well  taken  care  of  by  the 
increases  in  the  basic  salaries.  (R.  39.)  It  should  also  be  noted  that  the 
bonuses  were  not  paid  in  proportion  to  the  respective  increases  in  time 
worked  but  in  proportion  to  stockholdings. 
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unprecedented  war  demands.  (R,  95,  97-99,  101,  108,  116- 
117,  125.)  Cf.  Miller  Mfg.  Co.  v.  Commissioner,  149  F.  2d 
421,  423  (CCA.  4th). 

The  fact  that  the  taxpayer's  financial  condition  and 
volume  of  business  continued  to  improve  steadily  during 
the  taxable  years  over  prior  years  does  not  in  any  sense 
require  the  conclusion  that  the  amounts  paid  as  bonuses 
to  the  two  officers  were  no  more  than  reasonable  for  the 
services  rendered.  The  same  reasoning  would  be  equally 
applicable  to  justify  any  amounts  of  increase  in  compensa- 
tion. Quite  clearly  the  stockholding  officers  would  have 
found  it  not  a  little  difficult  to  explain  to  the  other  stock- 
holders— if  there  had  been  any  other  than  the  two  officers 
in  question — that  it  was  reasonable  steadily  to  increase 
their  own  compensation  from  year  to  year  commensurate 
with  the  taxpayer's  increased  earnings  while  paying  no 
dividends  as  in  the  taxable  years  when  their  compensation 
was  much  greater  than  ever  before. 

In  closely  held  corporations  such  as  the  taxpayer,  just 
as  in  family  corporations,  one  of  the  principal  criteria  in 
determining  reasonableness  of  officers'  salaries  and  other 
compensation  is  whether  a  stranger's  services  would  be 
worth  the  amount  claimed  as  deductions  and  whether  a 
similar  enterprise  or  a  competitor  in  a  like  business  would 
place  like  value  on  such  services.  Section  19.23  (a) -6  of 
Treasury  Regulations  103  •  L.  S  C.  Mayers  Co.  v.  Commis- 
sioner, supra.  While  comparative  salaries  are  important 
and  material  in  controversies  involving  the  reasonableness 
of  salary  deductions,  the  taxpayer's  contention  (Br.  30-32) 
that  the  Tax  Court  erred  in  failing  to  give  full  weight  to 
the  testimony  of  its  witness  in  respect  of  the  business  of  its 
only  competitor  of  a  size  comparable  with  the  taxpayer, 
is  without  avail.  We  have  already  shown  that  it  is  entirely 
within  the  province  and  discretion  of  the  Tax  Court  to  deter- 
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mine  what  weight,  if  any,  is  to  be  accorded  the  testimony  of 
witnesses  and  the  other  evidence  adduced  at  the  trial,  and 
that  it  may  accept  or  reject  such  evidence  as  it  sees  fit. 
Amounts  paid  by  similar  enterprises  for  services  of  like 
character  furnish  a  guide  but  not  a  rule.  William  S.  Gray 
S  Co.  V.  United  States,  35  F.  2d  968,  973  (C.  Cls.).  More- 
over, the  comparative  data  and  statistics  adduced  by  the 
taxpayer's  witness  could  not  be  given  the  weight  contended 
for  by  the  taxpayer  because  the  alleged  similar  enterprise 
was  a  partnership  and  not  a  corporation.  Therefore,  it 
could  have  distributed  all  its  earnings  in  the  form  of  sal- 
aries and  compensation  among  the  partners  without  regard 
to  tax  consequences.  But,  as  the  Tax  Court  pointed  out 
(R.  57-58),  this  is  not  true  in  the  case  of  a  corporation  where 
it  is  very  important  for  tax  purposes  whether  the  payments 
were  in  fact  for  services  actually  rendered  and  were  reason- 
able under  all  the  surrounding  circumstances,  as  required 
by  the  statute  and  the  Regulations. 

We  think  that  Capitol-Barg  Dry  Clean.  Co.  v.  Commis- 
sioner, 131  P.  2d  712  (CCA.  6th),  relied  upon  principally 
by  the  taxpayer  (Br.  15-17,  29,  32),  was  decided  erroneously 
since  it  is  inconsistent  with  the  decisions  of  this  Court  and 
the  many  other  courts  above  cited.  In  that  case  the  court 
held  that  since  the  evidence  showed  that  the  work  of  the 
taxpayer's  two  principal  officers  resulted  in  profitable  busi- 
ness and  in  the  opinion  of  disinterested  witnesses  who 
were  familiar  with  such  business  the  compensation  pay- 
ments were  fair  and  reasonable,  the  salaries  and  bonuses 
paid  them  were  deductible  as  claimed.  That  holding,  how- 
ever, is  inconsistent  with  this  Court's  decision  in  such  cases 
as  Doernbecher  Mfg.  Co.  v.  Commissioner,  95  F.  2d  296,  for 
example,  which  affirmed  the  decision  of  the  Board  of  Tax 
Appeals  ascertaining  and  fixing  the  reasonable  allowance 
as  compensation  of  the  officers  of  the  taxpayer  corporation, 


23 

and  is  a  complete  answer  to  all  of  the  taxpayer's  contrary- 
contentions  herein.  This  Court  there  held  (p.  299)  that 
where  all  the  facts  were  before  the  Board,  as  was  the  case 
there,  the  fixing  of  the  amount  of  reasonable  necessary 
expenditures  rested  exclusively  with  the  Board  and  for 
that  reason  the  Court  could  not  substitute  its  own  judgment 
on  that  matter  even  if  it  were  disposed  to  do  so. 

We  have  not  reviewed  the  several  other  cases  cited  by 
the  taxpayer  since  the  question  of  what  constitutes  reason- 
able salaries  and  other  compensation  depends  upon  the 
facts  in  each  particular  case.  H.  Levine  &  Bros.  v.  Com- 
missioner, supra,  p.  393.  As  this  Court,  quoting  from  Atlas 
Plaster  S  Fuel  Co.  v.  Commissioner,  55  F.  2d  802,  804 
(CCA.  6th),  stated  in  Tumwater  Lumber  Mills  Co.  v.  Com- 
missioner, supra,  p.  677,  with  reference  to  cases  of  this  kind : 
"Every  case  must  stand  upon  its  own  peculiar  facts  and 
circumstances."  Therefore,  the  many  rulings  and  decisions 
in  which  such  compensation  has  been  determined  can  have 
no  particular  value  as  precedents  herein. 

Finally,  we  submit  that  there  is  no  merit  to  the  taxpayer's 
contention  that  the  Tax  Court  erred  in  denying  its  motion 
to  vacate  and  set  aside  the  memorandum  findings  of  fact 
and  opinion  (R.  66-68)  because  the  Tax  Court  had  not 
complied  with  the  provisions  of  the  Administrative  Pro- 
cedure Act,  c.  324,  60  Stat.  237.  The  taxpayer  erroneously 
alleges  that  that  Act  now  governs  the  review  of  the  Tax 
Court's  decisions,  citing  Lincoln  Electric  Co.  v.  Commis- 
sioner, 162  F.  2d  379  (CCA.  6th),  and  Dawson  v.  Commis- 
sioner, 163  F.  2d  664  (CCA.  6th).     (Pet.  Br.  20-22.) 

In  the  first  place,  the  granting  of  or  refusing  to  grant 
motions  such  as  the  taxpayer's  herein  is,  as  in  the  case  of 
motions  for  rehearing,  etc.,  solely  within  the  sound  discre- 
tion of  the  Tax  Court  in  the  absence  of  clear  abuse  of  dis- 
cretion.   McCarthy  v.  Commissioner,  139  F.  2d  20  (CCA. 
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7th) ;  Skenandoa  Rayon  Corp.  v.  Commissioner,  122  F.  2d 
268  (CCA.  2d),  certiorari  denied,  314  IT.  S.  696;  Freeman- 
Hampton  Oil  Corp.  V.  Commissioner,  65  F.  2d  456  (CCA. 
5th) ;  Janhowshy  v.  Commissioner,  56  F.  2d  1006,  1010 
(CCA.  10th) ;  Rnhel  v.  Commissioner,  74  F.  2d  27  (CCA. 
6th) ;  Commissioner  v.  Sussman,  102  F.  2d  919  (CCA.  2d) ; 
Tonopah  Mining  Co.  v.  Commissioner,  127  F.  2d  239  (CCA. 
3d).  Cf.  Todd  V.  Commissioner,  153  F.  2d  553  (CCA.  9th). 
The  taxpayer  has  shown  no  abuse  of  discretion  on  the  part 
of  the  Tax  Court  herein. 

Next,  the  Sixth  Circuit's  reference  to  the  Administrative 
Procedure  Act  as  having  broadened  its  power  to  review 
the  Tax  Court's  decisions,  without  so  deciding,  in  the 
Lincoln  Electric  Co.  case,  supra,  was  clearly  dictum  in  that 
the  decision  therein  turned  on  the  authority  of  Trust  of 
Bingham  v.  Commissioner,  325  U.  S.  365,  as  the  taxpayer 
suggests.  (Br.  22.)  In  any  event,  the  Administrative  Pro- 
cedure Act  does  not  alter  the  extent  and  scope  of  review  of 
Tax  Court  decisions  for  the  reason  that  Section  10  (e) 
(B)  (5)  thereof,  relating  to  judicial  review  and  permitting 
the  reviewing  court  to  reverse  "agency"  findings  and  con- 
clusions which  are  "unsupported  by  substantial  evidence", 
is  no  broader  than  the  "substantial  evidence"  rule  in  re- 
spect of  factual  questions  which  has  been  consistently  ap- 
plied by  the  courts  to  the  review  of  Tax  Court  decisions  both 
before  and  after  the  decision  in  Dohson  v.  Commissioner, 
320  U.  S.  489,  rehearing  denied,  321  U.  S.  231,  was  handed 
down.  See  Commissioner  v.  Scottish  American  Co.,  323 
IT.  S.  119 ;  Helvering  v.  Kchoe,  309  U.  S.  277.  Hence  that 
section  of  the  Administrative  Procedure  Act  does  not  apply 
any  new  standards  to  the  review  of  fact  questions  and  clearly 
not  in  the  case  of  Tax  Court  decisions  because  Congress 
had  already  adopted  detailed  provisions  concerning  the 
authority  of  the  Tax  Court  and  the  conduct  of  its  proceed- 
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ings  (Sections  1100-1121  of  the  Internal  Revenue  Code 
(26  U.S.C.  1940  ed.,  Sees.  1100-1121)),  and  had  already 
specified  the  manner  in  which  its  decisions  shall  be  reviewed 
(Sections  1141-1142  of  the  Internal  Revenue  Code  (26 
U.S.C.  1940  ed.,  Sees.  1141-1142)),  without  giving  any  indi- 
cation that  the  Administrative  Procedure  Act  is  to  super- 
sede or  to  be  applied  concurrently  with  those  long-estab- 
lished provisions  of  the  Internal  Revenue  Code. 

With  all  due  deference  to  the  court's  dictum  in  the  Lincoln 
Electric  Co.  case  to  the  effect  that  the  Administrative  Pro- 
cedure Act  governs  review  of  the  Tax  Court's  decisions, 
therefore,  we  nevertheless  think  that  the  Act  applies  only 
to  "agency"  actions,  and  Section  2  (a)  thereof  clearly 
excludes  the  "courts"  from  the  definition  of  "agency". 
While  the  Tax  Court  is  not  legally  or  technically  a  court, 
it  is  clear  from  the  provisions  of  that  Act  and  its  legislative 
history,  particularly  Section  5  (relating  to  "Adjudication") 
and  Section  10  (relating  to  "Judicial  Review"),  that  it  is 
not  an  "agency"  to  which  Section  8  or  any  other  section  of 
the  Act  applies.  Apropos  of  this,  the  court  appropriately 
stated  in  Lawton  v.  Commissioner,  165  F.  2d  380  (CCA. 
6th),  as  follows  (p.  383) : 

"*  *  we  are  not  presently  concerned  with  the  ques- 
tion whether  review  of  the  Tax  Court's  decisions  is 
governed  by  the  Administrative  Procedures  Act,  5 
U.S.C.A.  Sec.  1001  et  seq.,  adverted  to  in  our  case  of 
Lincoln  Electric  Co.  v.  Commissioner,  6  Cir.,  162  F. 
(2d)  379. 

Likewise,  it  is  unnecessary  to  decide  whether  the  Adminis- 
trative Procedure  Act  applies  in  this  case  since  the  Tax 
Court's  decision  is  clearly  correct  under  the  authorities  cited 
as  well  as  under  any  theory  of  judicial  review.  See  Dmvson 
V.  Commissioner,  supra;  Credit  Bureau  of  Greater  N.  Y. 
v.  Commissioner,  162  F.  2d  7,  9  (CCA.  2d). 
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CONCLUSION 

The  decision  of  the  Tax  Court  is  correct  and  in  accord- 
ance with  law  and  the  authorities.  It  shoukl  therefore  be 
affirmed  upon  review  by  this  Court. 

Eespectfully  submitted, 

Theron  Lamar  Caudle, 

Assistant  Attorney  General. 

Sewall  Key, 

A.  F.  Prescott, 

S.  Dee  Hanson, 
Special  Assistants  to  the 
Attorney  General. 

March,  1948. 
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APPENDIX 

Internal  Revenue  Code : 

Sec.  23.  Deductions  prom  Gross  Income. 

In  computing  net  income  there  shall  be  allowed  as 
deductions : 

(a)  Expenses. — 

(1)  [As  amended  by  Sec.  121  (a)  of  the  Revenue 
Act  of  1942,  c.  619,  56  Stat.  798]  Trade  or  business  ex- 
penses.— 

(A)  In  General. — All  the  ordinary  and  necessary 
expenses  paid  or  incurred  during  the  taxable  year 
in  carrying  on  any  trade  or  business,  including  a 
reasonable  allowance  for  salaries  or  other  compen- 
sation for  personal  services  actually  rendered;  *  *  * 

******* 
(26  U.  S.  C.  1940  ed..  Sec.  23.) 

Treasury  Regulations  103,  promulgated  under  the  Inter- 
nal Revenue  Code : 

Sec.  19.23  (a)-l.  Business  expenses. — Business  ex- 
penses deductible  from  gross  income  include  the  ordi- 
nary  and  necessary  expenditures   directly   connected 

with  or  pertaining  to  the  taxpayer's  trade  or  business 

*     *     « 

Sec.  19.23  (a) -6.  Compensation  for  personal  serv- 
ices.— Among  the  ordinary  and  necessary  expenses 
paid  or  incurred  in  carrying  on  any  trade  or  business 
may  be  included  a  reasonable  allowance  for  salaries  or 
other  compensation  for  personal  services  actually 
rendered.  The  test  of  deductibility  in  the  case  of  com- 
pensation payments  is  whether  they  are  reasonable  and 
are  in  fact  payments  purely  for  services.  This  test  and 
its  practical  application  may  be  further  stated  and 
illustrated  as  follows : 

(1)  Any  amount  paid  in  the  form  of  compensation, 
but  not  in  fact  as  the  purchase  price  of  services,  is  not 
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deductible,  (a)  An  ostensible  salary  paid  by  a  corpo- 
ration may  be  a  distribution  of  a  dividend  on  stock. 
This  is  likely  to  occur  in  the  case  of  a  corporation  hav- 
ing- few  shareholders,  practically  all  of  whom  draw 
salaries.  If  in  such  a  case  the  salaries  are  in  excess  of 
those  ordinarily  paid  for  similar  services,  and  the  ex- 
cessive payments  correspond  or  bear  a  close  relation- 
ship to  the  stock  holdings  of  the  officers  or  employees, 
it  would  seem  likely  that  the  salaries  are  not  paid  wholly 
for  services  rendered,  but  that  the  excessive  payments 
are  a  distribution  of  earnings  upon  the  stock,  (fe)  An 
ostensible  salary  may  be  in  part  payment  for  prop- 
erty.    *     *     * 


(3)  In  any  event  the  allowance  for  the  compensa- 
tion paid  may  not  exceed  what  is  reasonable  under  all 
the  circumstances.  It  is  in  general  just  to  assume  that 
reasonable  and  true  compensation  is  only  such  amount 
as  would  ordinarily  be  paid  for  like  services  by  like 
enterprises  under  like  circumstances.  The  circum- 
stances to  be  taken  into  consideration  are  those  exist- 
ing at  the  date  when  the  contract  for  services  was  made, 
not  those  existing  at  the  date  when  the  contract  is 
questioned. 

Sec.  19.23  (a)-8.  Bonuses  to  employees. — Bonuses  to 
employees  will  constitute  allowable  deductions  from 
gross  income  when  such  payments  are  made  in  good 
faith  and  as  additional  compensation  for  the  services 
actually  rendered  by  the  employees,  provided  such  pay- 
ments when  added  to  the  stipulated  salaries,  do  not 
exceed  a  reasonable  compensation  for  the  services 
rendered.  It  is  immaterial  whether  such  bonuses  are 
paid  in  cash  or  in  kind  or  partly  in  cash  and  partly  in 
kind.  Donations  made  to  employees  and  others,  which 
do  not  have  in  them  the  element  of  compensation  or 
are  in  excess  of  reasonable  compensation  for  services, 
are  not  deductible  from  gross  income. 
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No.  11804. 
IN  THE 


United  States  Circuit  Court  of  Appeals 


FOR  THE  NINTH  CIRCUIT 


Kennedy  Name  Plate  Company, 

Petitioner, 

vs. 

Commissioner  of  Internal  Revenue, 

Respondent. 


REPLY  BRIEF  FOR  PETITIONER. 


As  respondent  states  (Br.  9),  the  question  presented 
is  one  of  fact,  and  if  there  is  substantial  evidence  to 
support  the  Tax  Court's  findings  and  decision,  they  should 
be  affirmed  on  review.  Provided,  of  course,  that  the 
provisions  of  the  Administrative  Procedure  Act  have  been 
complied  with  below  by  the  Tax  Court. 

The  respondent  argues  (Br.  9),  that  the  bonuses  "actu- 
ally represented  corporate  earnings"  and,  therefore,  "were 
in  fact  distributions  of  profits."  Of  course,  the  bonuses, 
as  well  as  the  salaries  of  the  officers,  were  paid  from 
"corporate  earnings."  From  what  else  could  they  be 
paid?  The  fact  that  bonuses  were  paid  from  "corporate 
earnings"  does  not  make  them  dividends  or  distributions 
of  profits. 

The  respondent  states  (Br.  13),  "upon  the  Commission- 
er's determining  what  portion  of   the   increased  amount 
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paid  the  taxpayer's  two  officers  constituted  reasonable 
compensation  for  the  services  actually  rendered  by  them, 
the  taxpayer  can  prevail  only  upon  a  showing  that  the 
evidence  fairly  establishes  that  the  claimed  larger  amounts 
were  reasonable  under  all  the  circumstances,  that  such 
amounts  were  intended  and  paid  as  compensation  for  ser- 
vices, and  that  the  extra  compensation  was  such  as  would 
ordinarily  have  been  paid  by  similar  corporations  or  busi- 
ness enterprises  to  corresponding  officers  or  employees  for 
like  services  under  like  circumstances." 

Respondent  has  fairly  met  these  tests.  On  page  6  of 
respondent's  brief  there  appears  a  schedule  showing  the 
taxpayer's  net  sales,  officer's  compensation,  net  income, 
federal  taxes  on  income  and  net  profits,  all  for  the  years 
1936  to  1942.  The  increases  in  volume  of  sales  and  net 
profits  alone  should  support  the  increase  in  the  officer's 
salaries  to  what  was,  after  all,  moderate  compensation  in 
view  of  the  long  experience  of  the  officers  in  the  industry, 
the  long  hours  they  worked,  and  the  fact  that  the  entire 
responsibility  on  the  management  of  the  company  rested 
upon  their  shoulders.  The  bonuses  were  intended  and  paid 
for  services,  as  shown  by  the  minutes  of  the  board  of 
directors  of  petitioner  (Br.  6).  There  is  absolutely 
nothing  in  the  record  to  support  a  statement  that  the 
bonuses  paid  by  petitioner  to  its  officers  were  not  made 
in  good  faith  and  as  additional  compensation  for  services 
actually  rendered.  Capitol-Barg  Dry  Cleaning  Co.  v. 
Commissioner.  131  F.  (2d)  712.  The  extra  compensa- 
tion was  such  as  would  ordinarily  have  been  paid  by 
similar  corporations  or  business  enterprises  to  correspond- 
ing officers  or  employees  for  like  services  under  like  cir- 
cumstances.   This  statement  is  well  supported  by  the  testi- 
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mony  of  Charles  W.  Miller,  a  disinterested  and  competent 
witness,  whose  testimony  was  uncontradicted,  and  The 
Tax  Court  cannot  arbitrarily  disregard  such  evidence. 
Capitol-Barg  Dry  Cleaning  Co.  v.  Com.,  supra.  Charles 
W.  Miller  was  a  partner  in  the  principal  competitor  of 
petitioner.  The  fact  that  Mr.  Miller's  business  form  of 
operation  was  a  partnership,  instead  of  a  corporation  is 
immaterial  under  respondent's  own  statements  and  regu- 
lations. In  respondent's  summary  of  argument  (Br.  9), 
he  refers  to  "like  enterprises"  as  presenting  a  proper 
basis  of  comparison,  and  in  his  regulation  on  the  sub- 
ject he  refers  to  "like  services  by  like  enterprises  under 
like  circumstances"  (Br.  28). 

On  page  17  of  respondent's  brief,  he  states: 

"The  evidence  shows  that  the  taxpayer's  business 
was  materially  enhanced  to  unprecedented  proportions 
during  the  taxable  years  by  the  manufacture  and  sale 
of  war  materials." 

Respondent  advances  this  fact  as  an  argument  for  re- 
striction of  the  compensation  of  petitioner's  officers.  The 
Tax  Court  in  this  case  does  not  base  its  decision  on  this 
point.  In  fact  the  Tax  Court,  itself,  in  North  Carolina 
Equipment  Co.  v.  Com.,  memorandum  decision  of  the 
Tax  Court,  Docket  No.  4737,  entered  June  4,  1945,  al- 
lowed a  salary  of  $6,900.00,  plus  an  additional  compen- 
sation of  $95,353.61  to  the  president  of  taxpayer  as 
compensation   for  the  year   1941,   stating, 

"we  think  it  is  of  no  importance  that  war  conditions 
in  a  measure  enhanced  the  profits  of  petitioner  cor- 
poration in  1941." 


In  this  case,  petitioner  was  engaged  in  erection  of  military 
camps  and  war  projects. 

Respondent  respectfully  differs  with  the  argument  of 
petitioner  that  the  case  of  Capitol-Barg  Dry  Cleaning  Co. 
V.  Com.,  supra,  should  be  disregarded  upon  appeal  be- 
cause it  was  decided  erroneously  (Br.  22)  and  it  is  in- 
consistent with  the  decision  of  this  Court  in  the  case  of 
Doernbacher  Mfg.  Co.  v.  Com.,  95  F.  (2d)  296.  The 
Capitol-Barg  case  represents  a  well-reasoned  decision  of 
the  Sixth  Circuit  Court,  which  must  have  been  accepted 
by  the  Commissioner  as  certiorari  was  not  applied  for. 
The  Doernbacher  case  offers  no  points  of  similarity  to 
either  the  Capitol-Barg  case  or  the  case  on  appeal  herein. 
But  the  facts  in  the  Capitol-Barg  case  are  strikingly 
similar  to  those  before  the  Court  in  this  appeal. 

Respecting  the  applicability  of  the  Administrative 
Procedure  Act  to  the  review  of  the  decisions  of  the  Tax 
Court,  the  respondent  for  the  information  of  the  Court 
submits  as  an  Appendix  to  this  brief,  the  complete  article 
entitled  "The  Administrative  Procedure  Act  and  the  Tax 
Court"  from  "Taxes,"  the  tax  magazine  of  Commerce 
Clearing  House,  Inc.,  for  the  month  of  March,  1948,  ap- 
pearing in  that  magazine  at  page  255,  et  scq. 

Petitioner  reiterates  its  contentions  in  its  opening  brief 
as  to  the  applicability  of  the  Administrative  Procedure 
Act  to  the  Tax  Court.  Lincoln  Electric  Co.  v.  Commis- 
sioner, 162  F.  (2d)  379  (C.  C.  A.  6th). 

Respondent's  contention  that  the  granting  or  refusing 
of  motions  such  as  the  motion  of  petitioner  herein  to  the 
Tax  Court  to  vacate  and  set  aside  the  memorandum  find- 
ings of  fact  and  opinion  is  "solely  within  the  sound  dis- 
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cretion  of  the  Tax  Court"  is  in  error  (Br.  23).  It  is 
true  that  a  motion  for  rehearing  is  within  the  discretion 
solely  of  the  presiding  judge  of  the  Tax  Court.  But  peti- 
tioner's motion  to  vacate  is  of  a  different  type.  It  goes 
to  the  compHance  or  non-compHance  of  the  Tax  Court 
to  the  provisions  of  the  Administrative  Procedure  Act. 

Petitioner  on  June  10,  1947,  filed  a  motion  to  vacate 
and  set  aside  the  findings  and  opinion  of  the  Tax  Court 
on  the  ground  that  the  Tax  Court  is  an  "agency"  gov- 
erned by  the  Administrative  Procedure  Act,  and  petitioner 
had  no  opportunity,  as  required  by  that  Act,  to  submit  its 
objections  and  exceptions  to  the  Tax  Court's  "initial"  de- 
cision before  it  became  final  [Tr.  pp.  66-67].  The  Tax 
Court  denied  this  motion  [Tr.  p.  68]. 

Section  7(a)  of  the  Administrative  Procedure  Act  pro- 
vides that  cases  may  be  heard  by:  "(1)  the  agency;  (2) 
one  or  more  members  of  the  body  which  comprises  the 
agency,  or  (3)  one  or  more  examiners  appointed  as  pro- 
vided in  this  Act."  Section  8(a)  provides  that  in  cases 
where  the  agency  itself  has  not  presided  at  the  reception 
of  the  evidence  the  officer  who  presided  shall  make  an 
initial  or  recommended  decision,  from  which  there  shall 
be  an  opportunity  for  appeal  to,  or  review  by,  the  agency. 
Section  8(b)  provides  that  a  party  shall  have  an  oppor- 
tunity to  submit  exceptions  to  the  decision  or  recom- 
mended decision  of  the  hearing  officer  prior  to  agency  re- 
view. On  this  phase  of  the  Act  the  Attorney  General's 
interpretation  is  as  follows  (Senate  Document  No.  248, 
79th  Congress,  2nd  session — Legislative  History,  Admin- 
istrative Procedure  Act — at  page  229) : 

"Section    8(b) :       Prior    to    each    recommended, 
initial,  or  tentative  decision  parties  shall  have  a  timely 


opportunity  to  submit  proposed  findings  and  conclu- 
sions, and  prior  to  each  decision  upon  agency  review 
of  either  the  decision  of  subordinate  officers  or  of 
the  agency's  tentative  decision,  to  submit  exceptions 
to  the  initial,  recommended,  or  tentative  decision,  as 
the  case  may  be.     *     *    *" 

Since  the  Tax  Court  judge  who  heard  this  case  is  a 
member  "of  the  body  which  comprises  the  agency,"  rather 
than  the  agency  itself,  petitioner  was  entitled,  under  the 
above  provisions  of  the  Act,  to  file  exceptions  to  his  re- 
port, and  to  opportunity  for  review  by,  or  on  behalf  of, 
the  Tax  Court  itself.  Because  the  Tax  Court  takes  the 
erroneous  position  that  it  is  a  court  rather  than  an  agency, 
petitioner  was  accorded  neither  of  these  rights.  This  de- 
nial is  clearly  reversible  error  under  section  10(e)  (B)  of 
the  Administrative  Procedure  Act  which  directs  review- 
ng  courts  to  "hold  unlawful  and  set  aside  agency  action, 
findings,  and  conclusions  found  to  be  *  *  *  (4) 
without  observance  of  procedure  required  by  law." 

As  stated  in  respondent's  brief  (Br.  24)  the  Sixth  Cir- 
cuit held  that  the  Administrative  Procedure  Act  has  broad- 
ened the  power  to  review  the  Tax  Court's  decisions.  Lin- 
coln Electric  Co.  case,  supra.  This  decision  is  clearly 
correct.  Section  10(e)  (B)(5)  is  fully  discussed  in  peti- 
tioner's opening  brief,  at  pages  23  to  26.  It  is  a  forceful 
adoption  of  the  rule  that  substantial  evidence  "is  more 
than  a  mere  scintilla."  Consolidated  Edison  Co.  v.  N.  L. 
R.  B.,  305  U.  S.  209,  229.  Clearly  under  this  subsection, 
the  functions  of  the  reviewing  court  are  not  limited  to  a 
mere  search  of  the  record  to  see  if  the  burden  of  evidence 
lacks  any  iota  of  reliable  evidence.  Courts  under  the 
section  will  be  required  to  base  their  judgment  on  review 
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of  the  entire  record  or  so  much  of  it  as  may  be  cited  by 
any  party. 

Respondent  in  his  brief  at  page  25  pecuHarly  argues 
that  although  the  Tax  Court  "is  not  legally  or  technically 
a  court,  it  is  clear  from  the  provisions  of  that  Act  (the 
Administrative  Procedure  Act)  *  *  *  |-]^^|-  [^  jg  j^gt 
an  'agency'  to  which  Section  8  or  any  other  section  of 
the  Act  applies."  Respondent  does  not  back  up  the  fore- 
going statement  by  any  authority.  If  the  Tax  Court  is 
neither  a  "Court"  or  an  "Agency,"  what  is  it?  The  Sixth 
Circuit  has  rightfully  held  that  it  is  an  agency,  subject 
to  the  Administrative  Procedure  Act.  Lincoln  Electric 
Co.  case,  supra. 

As  respondent  states  (Br.  24-25),  Congress  prior  to  the 
enactment  of  the  Administrative  Procedure  Act  had  al- 
ready specified  the  manner  in  which  the  decisions  of  the 
Tax  Court  should  be  reviewed.  Sections  1141-1142  of  the 
Internal  Revenue  Code.  Section  12  of  the  Act  provides, 
among  other  things,  that: 

"(1)  Nothing  in  this  Act  shall  be  held— (a)  to 
diminish  the  constitutional  rights  of  any  person,  (b) 
to  limit  or  repeal  additional  requirements  imposed  by 
statute  or  otherwise  recognized  by  law." 

Thus  the  complete  law  with  respect  to  appeal  now  consists 
of  the  new  law  (Administrative  Procedure  Act)  plus 
the  old  law  (Internal  Revenue  Code).  This  is  a  complete 
answer  to  respondent  on  this  point. 

If  it  is  thought  that  for  some  reason  the  Tax  Court 
should  be  exempted  from  the  requirements  of  the  Admin- 
istrative Procedure  Act,  this  exemption  is  the  function  of 
Congress,  rather  than  that  of  the  courts.     Merely  because 


the  requirements  of  the  Act  change  the  procedures  of  the 
Tax  Court  and  amplify  the  rights  of  taxpayers  on  ap- 
peal is  no  reason  whatever  to  by  "judicial  legislation" 
nullify  the  provisions  of  the  Administrative  Procedure  Act 
as  applied  to  the  Tax  Court.  Congress  itself  realizes  that 
a  new  bill  is  necessary  to  remove  the  Tax  Court  from 
the  operations  of  the  Administrative  Procedure  Act  (see 
Congressional  Record,  July  7,  1947,  pp.  8850  et  seq.). 

Conclusion. 

The  decision  of  the  Tax  Court  should  be  reversed  as 
not  in  accordance  with  the  law  or  as  unsupported  by  the 
evidence,  or,  in  the  alternative,  the  decision  should  be  re- 
versed and  the  case  remanded  to  the  Tax  Court  of  the 
United  States  for  such  other  and  necessary  procedure 
under  the  Administrative  Procedure  Act  as  the  case  may 
require. 

Respectfully  submitted, 

Preston  D.  Orem, 

Attorney  for  Petitioner. 


APPENDIX. 


The  Administrative  Procedure  Act  and  the  Tax  Court. 

The  Administrative  Procedure  Act^  became  law  on  June 
11,  1946,  in  answer  to  a  "widespread  demand  for  legisla- 
tion to  settle  and  regulate  the  field  of  Federal  administra- 
tive law  and  procedure.""  The  Act  was  intended  to  have 
broad  coverage,  and  such  exemptions  as  it  recognizes  are 
in  terms  of  functions  rather  than  agencies  as  such.^ 

The  purpose  of  this  article  is  to  examine  whether  the 
Tax  Court  is  subject  to  the  Administrative  Procedure 
Act,  and  if  so,  what  important  consequences  follow. 

A.     Does  the  Act  Apply  to  the  Tax  Court? 

The  Administrative  Procedure  Act  is  concerned  with 
administrative  agencies.  Section  2(a)  of  the  Act  defines 
"agency"  to  mean 

"each  authority  (whether  or  not  within  or  subject  to 
review  by  another  agency)  of  the  Government  of  the 
United  States  other  than  Congress,  the  courts,  or 
the  governments  of  the  possessions.  Territories,  or 
the  District  of  Columbia." 

The  Tax  Court  is  accordingly  subject  to  the  Act  if  it  is 
an  "agency,"  but  not  if  it  is  a  "court,"  as  those  terms 
are  used  in  this  definition. 


160  Stat.  237,  5  U.S.C.  §1001   et  seq. 

-S.  Rept..  Legislative  History,  Administrative  Procedure  Act, 
Senate  Document  No.  248,  79th  Cong.,  2d  sess.  (hereinafter  cited 
"Legis.  Hist."),  p.   187. 

3H.  R.  Rept.,  Legis.  Hist.,  p.  250. 
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The  Tax  Court  is  clearly  not  a  court  in  any  technical 
sense.  The  Tax  Court's  predecessor,  the  Board  of  Tax 
Appeals,  was  created  by  the  Revenue  Act  of  1924'*  as  "an 
independent  agency  in  the  executive  branch  of  the  Govern- 
ment." The  Internal  Revenue  Code,  when  enacted,  de- 
scribed the  Board  in  the  same  way.^ 

The  Supreme  Court,  in  Old  Colony  Trust  Co.  v.  Com- 
missioner, 279  U.  S.  716,  725  said: 

''The  Board  of  Tax  Appeals  is  not  a  court.  It  is 
an  executive  or  administrative  board,  upon  the  deci- 
sion of  which  the  parties  are  given  an  opportunity  to 
base  a  petition  for  review  to  the  courts  after  the 
administrative  inquiry  of  the  board  has  been  had  and 
decided." 

The  change  of  the  Board's  name  to  "Tax  Court,"  and 
the  designation  of  its  members  as  "judges,"  in  no  way 
affected  the  status  of  the  tribunal  as  an  independent 
agency  in  the  executive  branch.  The  Committee  Re- 
port,'' explaining  §504  of  the  Revenue  Act  of  1942^  which 
effected  the  changes,  says: 

"This  section  merely  changes  the  names  by  which 
the  Board  of  Tax  Appeals,  its  chairman  and  its  mem- 
bers are  known.  No  change  is  made  in  its  status. 
The  Board,  which  will  hereafter  be  known  as  the 
United  States  Tax  Court,  is  continued  as  an  inde- 


*43  Stat.  253.  338.  The  Board  replaced  a  departmental  Commit- 
tee on  Appeals  and  Review  set  up  by  the  Commissioner  of  Internal 
Revenue.  See  H.  R.  Rept.  179,  68th  Cong.,  1st  sess.,  pp.  7,  8; 
WiUiamsport  Wire  Rope  Co.  v.  U.  S.,  277  U.  S.  551,  562. 

5§1100. 

m.  R.  Rept.  No.  2333,  77th  Cong.,  2d  sess.,  pp.  172,  173. 

^56  Stat.  957. 
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pendent  agency  in  the  executive  branch  of  the  Gov- 
ernment. Thus  its  status  as  an  executive  or  adminis- 
trative board  is  unchanged.  Old  Colony  Trust  Co.  v. 
Commissioner,  279  U.  S.  716,  725  (1929).  *  *  * 
The  Board  and  its  divisions  will  continue  to  have  the 
same  jurisdiction,  powers,  and  duties  as  provided  by 
existing  law."     (Emphasis  added.) 

In  Commissioner  v.  Gooch,  320  U.  S.  418,  420,  the  Su- 
preme Court  held  that  since  the  Board  of  Tax  Appeals 
was  but  "an  independent  agency  in  the  Executive  Branch 
of  the  Government"  it  had  no  jurisdiction,  such  as  an 
equity  court  might  have,  to  apply  a  doctrine  of  equitable 
recoupment.  And  the  Court  pointed  out^  that  the  Board's 
change  of  name  to  Tax  Court  had  "no  effect  on  the  juris- 
diction, powers  and  duties  of  the  agency."  A  short  time 
later,  in  Hutchings-Scaly  National  Bank  v.  Commissioner, 
141  F.  (2d)  422,  the  Fifth  Circuit  Court  of  Appeals  held 
that  the  Tax  Court,  like  the  Board,  was  an  agency  rather 
than  a  judicial  tribunal,  so  that  it  was  unnecessary  for 
an  executor  to  seek  formal  substitution  as  a  party  on  re- 
view of  a  Tax  Court  decision  where  the  taxpayer  died 
before  the  petition  for  review  was  filed. 

Since  the  Tax  Court  is  an  agency  rather  than  a  court, 
it  would  seem  to  follow  that,  like  other  agencies,  it  is  sub- 
ject to  the  Administrative  Procedure  Act.  This  is  true 
unless  §2(a)  of  the  Act,  exempting  "courts"  from  the 
Act's  operation,  uses  the  word  in  some  special,  esoteric 
sense;  that  is,  unless  Congress  intended  to  exempt  from 
the  Act  not  only  tribunals  which  are  courts  in  fact  but 
also  an  administrative  agency  which  is  called  a  court. 


^Footnote  No.   1. 
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The  Attorney  General  has  expressed  the  view  that  the 
Tax  Court  is  not  subject  to  the  Act.  Commenting  on  the 
exemption  of  courts  in  §2,  the  Attorney  General  said,  in 
a  letter  to  Senator  McCarran,  Chairman  of  the  Senate 
Judiciary  Committee,  while  the  bill  was  pending: 

"  'Court'  includes  the  Tax  Court,  Court  of 
Customs  and  Patent  Appeals,  the  Court  of  Claims 
and  similar  courts.  This  act  does  not  apply  to  their 
procedure  nor  affect  the  requirement  of  resort  there- 
to."' 

The  Attorney  General  does  not  indicate  how  he  arrives 
at  this  conclusion  with  respect  to  the  Tax  Court.  The 
Court  of  Customs  and  Patent  Appeals  and  the  Court  of 
Claims  are  in  quite  a  different  category  from  the  Tax 
Court.  They  are  legislative  courts  of  record  provided  for 
in  the  Judicial  Code.^"  They  have  been  so  recognized  by 
the  Supreme  Court.^^  Their  judges,  like  the  judges  of 
constitutional  courts,  hold  office  during  good  behavior  and 
retire  with  full  pay.^^ 

The  Committee  reports  express  an  intention  to  exclude 
from  the  definition  of  "agency"  in  the  Act  only  "legisla- 
tive, judicial,  and  territorial  authorities"  and  to  include 
"any  other  'authority.'  "^^  Congress'  intention  to  exclude 
"judicial  authorities"  from  the  operation  of  the  Act  would 


"Legis.  Hist.,  p.  224. 

^''Secs.    188  and   136,  as  amended,  Judicial  Code;   28  U.    S.   C. 
301,  241. 

^^Ex  Parte  Bakclitc   Corporation,  279  U.   S.   438 ;   Williams  v. 
United  States,  289  U.  S.  553. 

1228  U.S.C.  301a,  241,  375. 

i^Legis.  Hist.,  pp.  196,  252. 


— 5— 

appear  not  to  extend  to  a  body  which  it  had  previously  set 
up  as  "an  independent  agency  in  the  executive  branch  of 
the  Government.""  Indeed,  agencies  in  the  executive 
branch  are  precisely  what  the  definition  is  designed  to 
include. 

In  at  least  one  point  in  the  legislative  history  it  seems 
to  have  been  tacitly  assumed  that  the  Tax  Court  is  among 
the  agencies  covered.  In  the  debate  on  the  Senate  floor^^ 
the  legislators  were  discussing  §6 (a)  of  the  Act  which 
deals  with  the  right  of  persons  appearing  before  agencies 
to  be  represented  by  counsel.  A  question  was  raised  as 
to  how  far  an  agency  might  go  in  prescribing  qualifica- 
tions of  persons  eligible  to  appear  as  counsel  before  it. 
Senatpr  Ferguson  asked: 

"Let  us  consider  the  Tax  Board  [sic!].  Could  the 
Board  [sic!]  itself  determine  that  certain  individuals 
were  qualified  to  appear  and  that  other  persons  were 
not  qualified  to  appear?" 

Senator  McCarran,  who  sponsored  the  bill  in  the  Senate, 
replied : 

"The  answer  to  that  question  is  'No.'  The  Board 
[sic!]  could  not  do  so.  The  Board  [sic!]  would  have 
to  accept  lawyers  or  non-lawyers  as  the  case  may  be, 
because  a  tax  expert  may  not  be  a  lawyer."^^" 

Perhaps  further  light  may  be  shed  on  the  problem  at 
hand  by  examining  it  against  the  principal  objectives  which 


^■*See  supra,  p.  2. 

^^^Legis.  Hist.,  p.  318. 

^^"Whether  Senator  McCarran's  reply  was  in  fact  correct  is  a 
question  which  need  not  be  considered  here.  Cf.  Rule  2,  "Rules 
of  Practice  before  the  Tax  Court  of  the  United  States." 


the  Administrative  Procedure  Act  was  intended  to  ac- 
complish. 

The  Act  may  be  said  to  have  three  broad,  major  objec- 
tions:^" (T)  to  make  available  to  the  public,  except  where 
secrecy  is  required  in  the  public  interest,  full  information 
concerning  the  organization,  procedures,  rules,  and  orders 
of  each  agency  (§3);  (2)  to  prescribe  certain  minimum 
procedures  and  safeguards  which  each  agency  must  ob- 
serve in  formulating  its  rules  and  decisions  (sections  4, 
5,  7,  8);  (3)  to  define  clearly  the  nature  and  extent  of 
the  right  to  judicial  review  of  administrative  determina- 
tions (§10). 

It  is  hard  to  see  why  each  of  these  principal  objections 
does  not  apply  as  fully  to  the  Tax  Court  as  to  other 
agencies.  The  Supreme  Court  in  Dobson  i'.  Commission- 
er, 320  U.  S.  489,  501,  for  example,  squarely  placed  judi- 
cial review  of  Tax  Court  decisions  on  the  same  footing 
as  review  of  the  decisions  of  other  agencies.  Speaking  of 
the  permissible  scope  of  judicial  review  of  Tax  Court 
decisions,  the  Court  emphasized  that — 

"All  that  we  have  said  of  the  finality  of  adminis- 
trative determination  in  other  fields  is  applicable  to 
determinations  of  the  Tax  Court." 

(It  might  also  be  noted  that  the  Court  throughout  its 
opinion  referred  to  the  Tax  Court  as  an  "administrative 
body"  and  to  its  decisions  as  "administrative  decisions.") 
It  is  true,  of  course,  that  there  may  be  no  occasion  to 
invoke  particular  provisions  of  the  Act  in  the  case  of  the 


i«C/.   S.   Rept..   Legis.   Hist.,   pp.    193,    194;   Sen.   debate,   ibid., 
p.  304. 
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Tax  Court/'     The  same  may  be  said  of  many  agencies/® 
It  does  not  follow  that  the  Act  does  not  apply  at  all. 

The  Attorney  General's  Committee  on  Administrative 
Procedure,  appointed  in  1939  at  the  request  of  President 
Roosevelt  to  investigate  the  "need  for  procedural  reform 
in  the  field  of  administrative  law,"^^  made  exhaustive 
studies  covering  most  of  the  agencies  in  the  executive 
branch.  The  results  of  its  studies  v^ere  published  in  a 
Final  Report'^  and  twenty-seven  monographs  which  it  pre- 
pared on  individual  agencies.  The  Board  of  Tax  Appeals 
was  one  of  the  agencies  which  the  Committee  studied,  and 
one  of  its  monographs  discusses  the  Board^\  Nothing 
in  the  Final  Report  or  the  monograph  indicates  that  the 
Committee  regarded  the  Board  as  unique  or  outside  its 
principal  recommendations.  The  contrary  would  seem  to 
be  clearly  true/^" 

In  preparing  the  bill  which  became  the  Administrative 
Procedure  Act,  careful  attention  was  paid  to  the  earlier 
work  of  the  Attornev  General's  Committee.^^     A  Senate 


^'^Examples  are  §9(b)  dealing  with  licensing,  and  §5(c)  relating 
to  separation  of  functions  between  prosecuting  and  adjudicating 
officers. 

^^An  extreme  example  is  Said  Elizabeth  Hospital,  Washington, 
D.  C,  which  publishes  its  organization  and  procedures  as  required 
by  §3  (11  Fed.  Reg.  177  A-565),  but  is  probably  otherwise  unaf- 
fected by  the  Act. 

^"See  "Final  Report  of  the  Attorney  General's  Committee  on 
Administrative  Procedure,"  Sen.  Doc.  No.  8,  77th  Cong.,  1st  sess., 
p.   1. 

-"Note  19.  supra. 

2iSen.  Doc.  No.  10,  Part  9,  77th  Cong.,  1st  sess.,  pp.69-83. 

-^"See  Final  Report,  footnote  19,  supra,  p.  167. 

2-Committee  Reports,  Legis.  Hist.,  pp.   190,  246. 
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Judiciary  Committee  "print"  was  issued  showing  the 
parallel  between  each  provision  of  the  new  proposed  law 
and  the  recommendations  of  the  Attorney  General's  Com- 
mittee."^ 

Had  the  name  of  the  Board  of  Tax  Appeals  remained 
unchanged  it  would  seem  to  be  beyond  serious  dispute  that 
the  Administrative  Procedure  Act  applied  to  it.  But 
every  reason  for  applying  the  Act  to  the  tribunal  were  it 
still  called  a  Board  is  equally  present  now  that  it  is  called 
a  Tax  Court,  since  the  change  in  name  did  not  make  the 
tribunal  any  the  less  an  agency  or  otherwise  affect  its 
functions."* 

Viewing  the  Tax  Court  against  this  background  of  the 
statute  creating  it.  and  the  history  and  purposes  of  the 
Administrative  Procedure  Act,  it  is  reasonable  to  conclude 
that  the  Tax  Court  is  among  the  agencies  to  which  the 
Act  applies,  and  that  the  Attorney  General's  "dictum" 
to  the  contrary  is  wrong. 

The  Sixth  Circuit  Court  of  Appeals  reached  this  conclu- 
sion in  the  case  of  Lincoln  Electric  Company  v.  Commis- 
sioner, 162  F.  (2d)  379,  decided  on  June  5,  1947.  The 
Lincoln  Electric  case  involved  the  deductibility  as  "ordi- 
nary and  necessary  expenses"  of  premiums  paid  upon  an 
employees'  retirement  annuity  policy  and  payments  to  a 
trust  for  the  benefit  of  employees.  The  Tax  Court  de- 
cided that  the  expenditures  were  not  "ordinary  and  neces- 


^^Legis.  Hist.,  p.  11  et  seq. 

^*See  supra,  pp.  2,  3.  Suppose  that  the  name  of  the  Board  of 
Tax  Appeals  had  been  changed  to  "Tax  Court"  after  passage  of 
the  Act.  Surely,  the  Act  at  its  inception  would  have  applied  to 
the  Board  and  would  not  have  ceased  to  apply  because  of  the 
change  in  name. 


sary"  and  the  Commissioner  argued  that  this  was  a 
factual  determination  binding  on  the  Court  of  Appeals 
under  the  Dobsoii  rule.'^  The  Court  of  Appeals  rejected 
this  argument  and  reversed  the  Tax  Court,  holding  that 
the  question  before  it  was  one  of  law  which  Dobson  did 
not  preclude  it  from  reviewing.  But  the  Court  of  Appeals 
went  further  and  held  that,  in  any  event,  the  permissible 
scope  of  review  would  be  fixed  by  the  Administrative 
Procedure  Act  rather  than  by  the  Dobson  rule,  since  it 
found  the  Tax  Court  to  be  an  agency  subject  to  the  Act. 
The  Appellate  Court  found  it  unnecessary,  on  the  facts 
before  it, 

"to  particularize  in  what  respect  our  power  to  review 
has  been  enlarged,  except  to  say  that  it  doubtless  has 
been  broadened  and  that  it  will  be  time  enough  to  con- 
sider the  precise  application  of  the  Act  when  clear-cut 
questions  of  fact  and  law  are  brought  to  us  for  re- 
view." 

In  Dawson  v.  Commissioner,  F.  (2d)  (decided 

September  22,  1947),  a  family  partnership  case,  the  Sixth 
Circuit  Court  reaffirmed  what  it  had  said  in  the  Lincoln 
Electric  case  with  respect  to  the  Administrative  Procedure 
Act,  but  found  that  it  would  reach  the  same  conclusion 
(affirming  the  Tax  Court)  irrespective  of  the  standard  of 
review  applied. 

The  Seventh  Circuit  Court  of  Appeals,  in  Anderson  v. 
Commissioner  (decided  December  17,  1947),  recently  ex- 
pressed disagreement  with  the  Sixth  Circuit's  Lincoln 
Electric  case.     The  Tax  Court  had  held  that  certain  intra- 


^^Dobson  V.  Commissioner,  320  U.  S.  489. 
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family  transfers  of  stock  did  not  constitute  bona  fide  gifts 
so  that  the  income  remained  taxable  to  taxpayers,  the 
purported  donors.  On  appeal,  the  taxpayers  argued  that, 
because  of  the  Administrative  Procedure  Act,  the  Dobson 
rule  should  not  apply  to  this  finding.  The  Seventh  Cir- 
cuit, affirming  the  Tax  Court  said  that  the  evidence  sup- 
ported the  Tax  Court's  decision  under  any  theory  of 
judicial  review,  and  then  added  gratuitously  that  it  dis- 
agreed with  the  Lincoln  Electric  case  anyway.  As  to  the 
extent  of  disagreement,  however,  it  is  not  clear  whether 
the  Seventh  Circuit  felt  that  the  Tax  Court  was  not  an 
agency  subject  to  the  Act  at  all,  or  whether  it  merely 
disagreed  with  the  Sixth  Circuit's  view  that  if  the  Act 
applied,  Dobson  no  longer  would. 

Assuming,  however,  the  correctness  of  the  Sixth  Cir- 
cuit's view  that  the  Act  applies  to  the  Tax  Court,  the 
next  question  is  what  consequences  follow. 

B.  The  Consequences. 
The  consequences  of  applying  the  Act  to  the  Tax  Court 
may  be  viewed  in  relation  to  the  Act's  three  broad  ob- 
jectives set  out  above;  that  is:  (1)  Public  information; 
(2)  procedural  safeguards,  and  (3)  clarification  of  the 
nature  and  extent  of  judicial  review. 

1.  Public  Information. 
Section  3  of  the  Act  requires  each  agency  to  publish  in 
the  Federal  Register  a  description  of  its  central  and  field 
organization,  statements  as  to  its  forms  and  procedures, 
and  its  substantive  rules.  It  also  provides  that  no  person 
need  resort  to  organizational  or  procedural  rules  not  so 
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published.  The  Tax  Court  has  not  complied  with  this 
section  of  the  Act  because  it  has  not  regarded  itself  as 
subject  to  the  Act.  If  it  is  finally  held  subject  to  the  Act, 
it  will  of  course  have  to  publish  the  prescribed  materials. 

2.  Procedures. 
Tax  Court  hearing  procedures  are  prescribed  by  sections 
1111  through  1119  of  the  Internal  Revenue  Code.  A 
"division"  of  the  Court,  consisting  of  one  or  more  judges, 
hears  cases  and  reports  its  determinations.-'"  The  report 
of  the  division  becomes  the  report  of  the  Court  after 
30  days,  unless  within  that  time  the  presiding  judge  directs 
that  the  report  be  reviewed  by  the  Court.^*^ 

The  Administrative  Procedure  Act  provides  that  presid- 
ing officers  at  hearings  shall  consist  of:  (1)  the  agency; 
(2)  one  or  more  members  of  the  body  which  comprises  the 
agency,  or  (3)  one  or  more  hearing  examiners  appointed 
as  provided  for  in  the  Act."  Section  8(a)  provides 
alternate  methods  by  which  an  agency  may  formulate  a 
decision.  The  hearing  officer  may  make  the  initial  decision 
which,  in  the  absence  of  an  appeal  to  the  agency,  or  review 
upon  motion  of  the  agency,  becomes  the  agency  decision. 
Or  the  officer  who  heard  the  case  may  instead  recommend 
a  decision,  and  the  agency  will  itself  make  the  initial  de- 
cision (which  is  also  the  final  decision).  Whichever 
method  the  agency  chooses  to  follow,  it  must  observe  the 


-^•'§11 14(b)  provides  that  "the  presiding  judge  may  from  time 
to  time  by  written  order  designate  an  attorney  from  the  legal  staflf 
of  the  court  to  act  as  a  commissioner  in  a  particular  case  "  This 
procedure  is  seldom  used. 

2«Sections  1103,   1118,  Internal  Revenue  Code. 
^■^Section  7(a). 
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procedures    laid    down    in    section    8(b)    which    provides 
that— 

"Prior  to  each  recommended,  initial,  or  tentative 
decision,  or  decision  upon  agency  review  of  the  deci- 
sion of  subordinate  officers  the  parties  shall  be  af- 
forded a  reasonable  opportunity  to  submit  for  the  con- 
sideration of  the  officers  participating  in  such  deci- 
sions (1)  proposed  findings  and  conclusions,  or  (2) 
exceptions  to  the  decisions  or  recommended  decisions 
of  subordinate  officers  or  to  tentative  agency  deci- 
sions, and  (3)  supporting  reasons  for  such  exceptions 
or  proposed  findings  or  conclusions.  The  record  shall 
show  the  ruling  upon  each  such  finding,  conclusion, 
or  exception  presented.     *     *     *" 

The  Act  therefore  contemplates  that  whenever  the 
agency  does  not  itself  hear  a  case,  the  officer  who  heard 
it  shall  write  an  intermediate  opinion  from  which  an  ap- 
peal or  review  within  the  agency  shall  be  available. 

As  noted  above,  the  Act^*  makes  a  distinction  between 
(1)  the  agency,  and  (2)  members  of  the  body  which 
comprises  the  agency.  Accordingly,  a  Tax  Court  judge 
who  hears  a  case  is  not  the  agency;  he  is  a  member  of 
the  body  which  comprises  the  agency.  While,  under  sec- 
tion 8,  the  intermediate  report  procedure  is  not  required 
when  the  agency  itself  hears  the  case,  it  is  required  when 
the  case  is  heard  by  one  or  more  members  of  the  body 
which  comprises  the  agency.  It  is  therefore  required  in 
the  usual  Tax  Court  case. 

Of  course  no  such  procedure  as  section  8  prescribes  is 
observed  in  the  Tax  Court.     A  party  receives  no  tentative 

^^Section  7(a). 
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or  intermediate  opinion  written  by  the  judge  who  heard 
the  case  to  which  he  may  file  exceptions  and  seek  re- 
view by  the  Court.  He  receives  only  the  Court's  final 
opinion,  from  which  his  sole  recourse  is  to  the  Courts  of 
Appeal.  It  is  true  that  he  may  file,  as  part  of  his  brief 
in  the  Tax  Court,  proposed  findings  of  fact  and  conclu- 
sions of  law.  But  the  import  of  §8(b)  seems  clear  that 
a  party  is  to  be  allowed  to  file  proposed  findings  prior  to 
the  "recommended,  initial,  or  tentative  decision"  and  ex- 
ceptions to  such  decision  upon  agency  review — not  merely 
proposed  findings  to  a  final  agency  decision.  On  this 
phase  of  the  Act,  the  Attorney  General's  interpretation 
seems  correct.  He  says,  in  his  letter  to  Senator  Mc- 
Carran,^® 

''Section  8(b)  :  Prior  to  each  recommended, 
initial,  or  tentative  decision,  parties  shall  have  a  timely 
opportunity  to  submit  proposed  findings  and  conclu- 
sions, and  prior  to  each  decision  upon  agency  review 
of  either  the  decision  of  subordinate  officers  or  of 
the  agency's  tentative  decision,  to  submit  exceptions 
to  the  initial,  recommended,  or  tentative  decision,  as 
the  case  may  be.     *     *     *" 

If  the  Tax  Court  were  to  follow  these  procedures,  a 
party  would  have  an  opportunity  to  see,  and  file  exceptions 
to,  the  report  of  the  hearing  judge.  That  report  would 
be  in  the  nature  of  an  initial  or  recommended  opinion. 
He  would  then  have  an  opportunity  to  file  proposed  find- 
ings before  the  Court  issued  its  final  opinion. 

The  courts  have  not  yet  passed  upon  the  adequacy  of 
Tax  Court  procedures  under   the  Administrative   Proce- 


29Legis.  Hist.,  p.  229. 
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dure  Act.  In  MacDonald  v.  Commissioner,  5  T.  C.  M. 
1098,  a  family  partnership  case,  the  taxpayer  filed  a  mo- 
tion'" asking  the  Tax  Court  to  vacate  its  findings,  opin- 
ion, and  decision  on  the  ground  that  the  taxpayer  had 
no  opportunity  prior  to  the  decision  to  file  exceptions 
or  objections  as  required  by  section  8  of  the  Administra- 
tive Procedure  Act.  The  Tax  Court  denied  the  motion 
and  the  taxpayer  appealed  to  the  Sixth  Circuit  Court  of 
Appeals,  urging  as  one  ground  for  reversal  the  Tax 
Court's  failure  to  follow  proper  procedures  under  the 
Administrative  Procedure  Act.'^  The  Court  of  Appeals 
on  December  11,  1947,  affirmed  the  Tax  Court  without 
opinion,  ignoring  the  argument  based  on  the  Act.'^ 

The  reason  for  the  Sixth  Circuit's  "silent  treatment" 
of  the  Administrative  Procedure  Act  argument  in  the 
MacDonald  case  is  far  from  clear,  particularly  in  view  of 
its  earlier  pronouncements  that  it  regarded  the  Tax  Court 
as  subject  to  the  Act.'^  In  any  case,  it  seems  certain  that 
taxpayers  will  continue  to  present  the  issue  to  the  various 
Circuit  Courts  and  perhaps  to  the  Supreme  Court,  until 
a  definite  ruling  is  obtained. 


30See  CCH  Dec.  1 5,563 (M). 

^'^Section  10(e)  of  the  Act  provides  that  the  reviewing  court  shall 
"hold  unlawful  and  set  aside  agency  action,  findings  and  conclu- 
sions found  to  be  *  *  *  without  observance  of  procedure  re- 
quired by  law." 

32484  CCH  119110. 

^^Lincoln  Electric  v.  Commissioner  and  Dawson  v.  Commissioner, 
supra,  pp.  8,  9. 
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3.     Judicial  Review. 

The  Supreme  Court,  in  Dobson  v.  Commissioner,  320 
U.  S.  489,  directed  appellate  courts  not  to  upset  Tax 
Court  decisions  which  had  a  "warrant  in  the  record"  or 
a  "rational  basis  for  the  conclusions"  reached.  Tax 
Court  decisions  on  "mixed  questions"  of  law  and  fact 
were  to  stand.  Only  if  the  Appellate  Court  could  separate 
the  elements  of  a  decision  so  as  to  identify  a  "clear-cut 
mistake  of  law"  might  it  reverse  the  Tax  Court. 

While  perhaps  the  Dobson  case  was  intended  originally 
merely  to  insure  that  Tax  Court  decisions  be  accorded 
the  same  finality  on  review  as  decisions  of  other  agencies.^* 
application  of  the  Dobson  rule,  in  some  cases  at  least,  ap- 
pears to  have  gone  considerably  beyond  this  initial  ob- 
jective.^" The  permissible  area  of  review  under  Dobson 
is  at  present  certainly  narrow  but  otherwise  uncertain.^® 

Section  10(e)  of  the  Administrative  Procedure  Act 
provides  that  the  reviewing  court  shall  set  aside  agency 
action,  findings,  and  conclusions  "unsupported  by  sub- 
stantial evidence."     It  also  provides  that: 


•**See  supra,  p.  6. 

^^For  the  extent  to  which  the  principle  has  been  carried,  see 
for  example,  two  Second  Circuit  cases:  Kirschenbaum  v.  Commis- 
sioner, 155  F.  2d  23.  cert.  den.  329  U.  S.  726,  and  Brooklyn 
National  Corp.  v.  Commissioner,  157  F.  2d  450,  cert  den  329 
U.   S.  733. 

^^''See  digest  of  "Dobson"  decisions  in  484  CCH,  1|1744.25  cf  scq. 
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"in  making  the  foregoing  determinations  the  court 
shall  review  the  whole  record  or  such  portions  thereof 
as  may  be  cited  by  any  party     *     *     *."" 

It  may  be  that  in  some  cases  application  of  these  pro- 
visions would  not  cause  a  court  to  reach  a  different  result 
from  what  it  would  reach  without  them.^^  It  does  seem, 
however,  that  the  Act  has  to  a  considerable  degree 
broadened  the  area  of  review  prescribed  by  the  Dobson 
case  and  those  which  followed  it.  For  example,  whereas 
the  Act  directs  the  reviewing  court  to  determine  whether 
there  is  substantial  evidence  on  the  whole  record  to  sup- 
port the  agency's  findings,  the  Supreme  Court,  in  Com- 
missioner V.  Scottish- American  Investing  Co.,  323  U.  S. 
119,  124,  seemed  to  say  that  the  reviewing  court's  func- 
tion is  exhausted  when  it  finds  that  there  is  "any  sub- 
stantial basis  in  evidence"  anywhere  in  the  record  to  sup- 
port the  Tax  Court's  conclusions.^®    Therefore,  it  appears 


^'^The  House  Report,  Legis.  Hist.,  p.  279,  explains  these  provi- 
sions as  follows :  "  'Substantial  evidence'  means  evidence  which  on 
tlie  whole  record  is  clearly  substantial,  plainly  sufficient  to  support 
a  finding  or  conclusion  *  *  *  and  material  to  the  issues. 
*  *  *  Although  the  agency  must  do  so  in  the  first  instance, 
under  this  bill  it  will  be  the  duty  of  the  courts  to  determine  in 
the  final  analysis  and  in  the  exercise  of  their  independent  judgment 
whether  on  the  whole  of  the  proofs  brought  to  their  attention  the 
evidence  in  a  given  instance  is  sufficiently  substantial  to  support  a 
finding,  conclusion  or  other  agency  action  or  inaction." 

^^See  Dazvson  v.  Commissioner  (CCA.  6th,  decided  Sept.  22, 
1947)  ;  Lau'ton  v.  Coininissioner  (C  C  A.  6th,  decided  Nov.  24, 
1947)  ;  Credit  Bureau  of  Greater  New  York  v.  Commissioner,  162 
F.  2d  7  (C  C  A.  2d). 

^^"The  judicial  eye  must  not  in  the  first  instance  rove  about 
searching  for  evidence  to  support  other  conflicting  inferences  and 
conclusions  which  the  judges  or  the  litigants  may  consider  more 
reasonable  or  desirable.  It  must  cast  directly  and  primarily  upon 
the  evidence  in  support  of  those  made  by  the  Tax  Court."  (Em- 
phasis added.) 
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that  the  Sixth  Circuit  correctly  indicated  in  the  Lincoln 
Electric  case  that  within  a  certain  area  application  of  the 
review  provisions  of  the  Administrative  Procedure  Act 
would  change  the  result  which  a  reviewing  court  would 
otherwise  reach.  The  precise  breadth  of  this  area  will 
of  course  have  to  await  future  decisions. 

C.  The  Future. 
It  may  be  expected  that  the  Supreme  Court  will  eventu- 
ally provide  the  answer  to  the  cjuestions  discussed  in  this 
article  unless  legislation  first  makes  an  answer  unneces- 
sary.*" Such  legislation  might  specifically  and  directly 
exempt  the  Tax  Court  from  part  or  all  of  the  provisions 
of  the  Act,  although  this  would  be  a  departure  from  the 
fundamental  approach  of  the  sponsors  of  the  Act,  placing 
exemptions  on  a  functional  rather  than  an  agency  basis.'*^ 
Or  the  legislation  might  take  the  Tax  Court  outside  the 
Act  by  making  it  a  court  in  fact  as  well  as  in  name.*^ 
Such  a  proposal  was  embodied  in  H.  R.  3214  introduced 


■'^Even  legislation,  unless  retroactive,  may  not  obviate  the  need 
for  an  answer  with  respect  to  pending  cases. 

*^See  H.  R.  Rept.,  Legis.  Hist.,  p.  250.  "Functional  classifica- 
tions and  exemptions  have  been  made,  but  in  no  part  of  the  bill  is 
any  agency  exempted  by  name.  *  *  *  Where  one  agency  has 
shown  that  some  particular  operation  should  be  exempted  from 
any  particular  requirement,  the  same  ftuiction  in  all  agencies  has 
been  exempted.    No  agency  has  Ijeen  favored  by  special  treatment." 

*2See  Williams  v.  U.  S.,  289  U.  S.  553,  565,  where  the  Court 
says  that  by  the  provisions  of  the  Tucker  Act  "it  is  made  plain 
that  the  Court  of  Claims,  originally  nothing  more  than  an  admin- 
istrative or  advisory  body,  was  converted  into  a  court  in  fact  as 
well  as  in  name     *     *     *." 
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in  the  first  session  of  the  eightieth  Congress/^  and  similar 
legislation  will  probably  be  introduced  in  the  coming  ses- 
sion. 

Since  the  Bar  has  generally  regarded  Tax  Court  proce- 
dures as  satisfactory,  any  legislation  relating  to  the  Court 
will  probably  leave  these  unchanged.  The  same  is  not 
true  of  the  standard  of  review  accorded  Tax  Court  deci- 
sions under  the  Dobson  rule.  Dobson  was  intended  to 
bestow  upon  Tax  Court  decisions  the  same  degree  of  fin- 
ality generally  accorded  determinations  of  other  agencies 
— not  a  greater  degree."  If  the  Administrative  Proce- 
dure Act  standard  of  review  were  to  apply  to  decisions 
of  other  agencies,  but  some  lesser  standard  to  Tax  Court 
decisions,  the  situation  would  indeed  be  anomolous.  Ac- 
cordingly, it  seems  likely  that  legislation  affecting  the  Tax 
Court  will  adopt  either  the  substantial  evidence  rule  of  the 
Administrative  Procedure  Act,  or  the  standard  applied  to 
review  of  Federal  District  Court  decisions.*^  In  either 
case  Dobson  seems  doomed. 


■»3See  debate  on  bill  in  Cong.  Rec,  July  7,  1947,  pp.  8850  et  seq., 
discussing  the  effect  of  the  Administrative  Procedure  Act  and  the 
Lincoln  Electric  case  on  the  Dobson  rule  and  the  Tax  Court  pro- 
cedures. The  House  passed  the  bill  and  sent  it  to  the  Senate  Judi- 
ciary Committee. 

^■'See  supra,  p.  6. 

^^Sec.  1294  of  H.  R.  3214,  80th  Cong.,  1st  sess.,  would  have 
made  Tax  Court  decisions  reviewable  "in  the  same  manner  and  to 
the  same  extent  as  decisions  of  the  District  Courts  in  cases  tried 
without  a  jury."    See,  F.  R.  C.  P.  52. 
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No.  11805 
IN  THE 


United  States  Circuit  Court  of  Appeals 


FOR  THE  NINTH  CIRCUIT 


Eugene  C.  Watson, 

Appellant, 
vs. 

Deconhill  Steamship  Company,  a  corporation, 

Appellee. 


APPELLANT'S  OPENING  BRIEF. 


Jurisdictional  Statement. 

This  is  an  appeal  in  Admiralty  from  a  final  decree  in 
favor  of  libelant  in  the  United  States  District  Court  for 
the  Southern  District  of  CaHfornia,  Central  Division,  in 
an  action  for  damages  under  the  Jones  Act  (46  U.  S.  C. 
A.  688),  and  for  maintenance  and  cure.  Appellant  sus- 
tained a  fracture  to  his  left  forearm  and  injuries  to  his 
left  groin,  on  or  about  the  2nd  day  of  December,  1946, 
as  a  result  of  the  negHgence  of  the  appellee  while  appel- 
lant was  employed  as  a  wiper  upon  the  S.  S.  "Mesa  Verde." 

The  pleadings  in  the  District  Court  were  a  libel  for 
maintenance  and  cure  and  damages  [Ap.  3]  ;  answer  of 
respondent,  Deconhill  Steamship  Company,  a  corporation 
[Ap.  8],  and  amendment  to  answer  of  respondent.  Decon- 
hill Steamship  Company,  a  corporation,  [Ap.   13]. 
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A  trial  was  had  before  the  United  States  District  Court 
with  the  Honorable  J.  F.  T.  O'Connor,  Judge  presiding. 
After  hearing  the  evidence,  oral  testimony  and  written 
documents,  proctors  for  libelant  and  respondent  argued 
the  case.  The  Honorable  Judge  then  found  in  favor  of 
the  libelant  upon  causes  of  action  under  the  Jones  Act 
and  for  maintenance  and  cure. 

Findings  of  fact  and  conclusions  of  law  were  signed 
and  filed  on  the  10th  day  of  July,  1947  [Ap.  14].  Pro- 
posed modification  of  the  findings  of  fact  were  filed  by 
respondent,  but  were  not  requested  to  be  made  a  part  of 
the  apostles  on  appeal. 

A  final  decree  was  signed  and  entered  on  the  10th  day 
of  July,  1947  [Ap.  18]. 

The  apostles  on  appeal,  certified  by  the  clerk  of  the 
District  Court,  included  the  following:  petition  for  appeal 
with  points  and  authorities  [Ap.  20] ;  order  allowing 
appeal  without  furnishing  bond  or  costs  [Ap.  22]  ;  as- 
signment of  errors  [Ap.  23]  ;  citation  and  admission  of 
service  thereof  [Ap.  2]  ;  praecipe  [Ap.  25] ;  affidavit  and 
order  in  support  of  request  for  extension  of  time  [Ap. 
27],  and  notice  of  appeal  [Ap.  28]. 

The  jurisdiction  of  the  District  Court  over  actions, 
civil  and  maritime,  involving  claims  for  maintenance  and 
cure  and  damages,  arises  from  Article  III,  Sections  1  and 
2  of  the  United  States  Constitution,  which  provides  that 
the  judicial  power  of  the  United  States  shall  be  vested  in 
the  Supreme  Court  and  such  inferior  courts  as  Congress 
may  establish,  and  that  such  power  shall  extend  to  all 
civil  cause  of  Admiralty  and  maritime  jurisdiction. 

Jurisdiction  of  civil  causes  of  Admiralty  and  maritime 
jurisdiction  was  vested  in  the  courts  of  the  United  States 


by  the  Act  of  Congress  of  September  24,  1789,  Chapter 
20,  Sections  9,  11;  Stat.  L.  76,  78;  28  U.  S.  C.  A.  Sec- 
tion 371. 

Appeals  from  final  decrees  in  Admiralty  are  authorized 
by  Section  128-a  of  the  judicial  code,  as  amended  May  9, 
1942,  (56  Stat.  L.  272,  28  U.  S.  C.  A.  Section  225), 
providing  that  the  Circuit  Court  of  Appeals  shall  have 
appellate  jurisdiction  to  review,  by  appeal,  final  decisions. 

Statement  of  the  Case. 

On  the  2nd  day  of  December,  1946,  the  appellant  was 
employed  as  a  wiper  on  the  S.  S.  "Mesa  Verde,"  which 
vessel  was  at  that  time  in  the  harbor  of  Honolulu,  T.  H. 
[Rep.  Tr.  23].  Appellant  was  proceeding  through  a  pass- 
age to  descend  the  stairway  to  the  steering  engine  room 
when  he  stepped  into  a  bucket  left  upon  said  stairway, 
which  was  unlighted,  and  fell  approximately  eight  or  ten 
feet  down  the  stairway  to  the  deck  of  the  engine  steering 
room  [Rep.  Tr.  6,  7,  8,  41].  Appellant  was  knocked 
unconscious,  sustained  a  fractured  left  arm  and  injuries 
to  the  left  groin,  as  a  result  of  the  fall  [Rep.  Tr.  7,  9]. 
Appellant  was  advised  to  remain  in  his  bunk  and  received 
treatment  to  the  injured  arm  as  the  vessel  proceeded  from 
Honolulu  to  San  Pedro,  the  port  to  which  it  was  bound 
at  the  time  of  the  injury  [Rep.  Tr.  11,  12.  13].  Upon 
appellant's  arrival  at  San  Pedro  he  was  put  in  the  hospital 
and  his  arm  was  placed  in  a  cast  [Rep.  Tr.  13,  14].  Ap- 
pellant's arm  injury  was  diagnosed  as  a  simple  fracture 
of  the  middle  third  of  the  left  ulna  [Rep.  Tr.  15], 


In  January,  1947,  appellant  was  again  hospitalized  as 
a  result  of  the  injury  to  his  groin  for  a  period  of  about 
twelve  days  [Rep.  Tr.  15,  16]. 

The  cast  was  removed  from  appellant's  arm  on  January 
20,  1947  [Rep.  Tr.  26]. 

Appellant  was  discharged  as  an  outpatient  from  the 
United  States  Public  Health  Service  on  March  5,  1947 
[Rep.  Tr.  28].  Appellant's  left  arm  still  gave  him  dis- 
comfort at  the  time  of  the  trial  of  this  case  on  the  19th 
of  June,  1947  [Rep.  Tr.  16]. 

The  District  Court  found  that  libelant's  injuries  were 
the  result  of  his  stepping  into  a  bucket,  negligently  and 
carelessly  left  upon  the  second  step  of  the  stairway  he 
was  descending  which  precipitated  him  to  the  deck  ap- 
proximately ten  feet  below  and  that  the  negligent  and 
careless  leaving  of  a  bucket  upon  the  unlighted  stairway 
leading  to  the  steering  engine  room  was  a  violation  of 
the  obligations  respondent  owed  to  libelant;  and  that  the 
libelant  sustained  a  fracture  to  his  left  forearm,  bruises 
and  abrasions  to  his  body  and  a  bruise  to  his  left  groin 
[Rep.  Tr.  15]. 

From  the  evidence,  the  District  Court  concluded  that 
the  libelant  was  entitled  to  receive  but  $100.00  damages 
for  the  injuries  so  sustained. 

This  appeal  is  directed  solely  to  the  insufficiency  of 
damages. 
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Assignment  of  Errors. 

The  assignment  of  errors  upon  which  the  appellant 
relies  are  set  forth  in  the  appendix  to  this  brief,  and  are 
summarized  in  the  following  statement  of  points  involved 
in  this  appeal: 

a.  Did  the  District  Court  err  in  awarding  libelant  and 
appellant  a  nominal  sum  as  general  damages  for  his  in- 
juries? 

b.  Is  libelant  and  appellant  entitled  to  recover  a  rea- 
sonable sum  for  general  damages  for  a  fractured  arm  and 
a  severe  bruise  to  his  left  groin,  or  is  he  entitled  to  recover 
but  the  nominal  sum  of  $100.00  although  his  injuries  re- 
sulted solely  from  the  negligence  and  carelessness  of  re- 
spondent and  appellee? 

Outline  of  Argument. 

I.     This  appeal  is  a  trial  dc  novo. 

II.  Libelant  is  entitled  to  recover  a  sum  of  at  least 
$2,000.00  general  damages  for  the  injuries  sustained  by 
him  as  a  result  of  the  negligence  of  respondent  and 
appellee. 


ARGUMENT. 

I. 
This  Appeal  Is  a  Trial  De  Novo.     No  Authority  Is 
Necessary  to  Establish  This  Point  in  the  Ninth 
Circuit. 

II. 

Libelant  Is  Entitled  to  Recover  the  Sum  of  at  Least 
$2,000.00  General  Damages. 

The  Ninth  Circuit  Court  recognizes  its  power  to  modify 
an  award  of  damages  where  there  is  no  conflict  with  ref- 
erence to  the  injuries  in  the  lower  court. 

The  Andrea  F.  Lnckenhach,  78  F.    (2d)    827,  9 
C.  C.  A.  1935. 

It  is  universally  recognized  that  an  appellate  court  may 
modify  an  inadequate  award  of  the  trial  court  by  increas- 
ing the  same  to  such  amount  as  it  deems  adequate. 

New  Orleans  and  C.  R.  Co.  v.  Schneuder,  60  Fed. 

210; 
The  Owen,  43  Fed.  Supp.  897. 

The  appellant  in  the  case  at  bar  sustained  serious  in- 
juries. The  fracture  of  his  arm  required  his  being  hos- 
pitalized for  several  days,  during  which  period  his  arm 
was  placed  in  a  cast.  The  cast  remained  on  his  fractured 
arm  from  approximately  December  10,  1946,  until  Janu- 
ary 20,  1947.  Thereafter,  the  arm  totally  disabled  him 
.  until  March  5,   1947.     For  the  period  of  approximately 


— 7— 

eight  days  between  the  2ncl  and  10th  day  of  December, 
1946,  the  appellant  suffered  great  pain.  During  this 
period,  his  sole  treatement  was  to  bathe  the  injured  arm 
with  Epsom  salts  and  hot  water.  There  was  no  doctor 
aboard  the  vessel  to  give  medical  attendance. 

It  must  be  borne  in  mind  in  arriving  at  a  reasonable 
amount  of  damages  that  the  appellant  received  such  in- 
juries that  resulted  in  his  losing  consciousness  for  a  period 
of  time. 

The  injury  to  the  appellant's  groin  required  his  being 
hospitalized  for  approximately  twelve  days,  in  addition  to 
the  period  of  time  he  was  hospitalized  for  the  fractured 
arm.  The  injury  to  the  groin  still  was  annoying  to  the 
appellant  six  months  after  the  date  of  his  injury,  while 
the  pain  from  the  fracture  of  his  left  arm  did  not  subside 
until  approximately  three  to  four  months. 

The  Court  may  take  judicial  notice  of  the  fact  that  a 
dollar  at  the  present  date  will  purchase  but  approximately 
one-third  of  the  articles  it  would  have  purchased  ten  years 
ago,  and  that  an  award  of  damages  in  the  sum  of  $3,000.00 
at  the  present  date  would  equal  an  award  of  $1,000.00, 
approximately  ten  years  ago. 

In  view  of  the  fact  that  there  is  no  conflict  in  the  evi- 
dence with  reference  to  the  injuries  and  the  disability  re- 
sulting therefrom,  and  because  the  damages  so  awarded 
by  the  District  Court  are  strikingly  inadequate,  this  Hon- 
orable Court  should  exercise  its  power  to  modify  the 
decree  granting  the  appellant  a  reasonable  award  for 
damages. 


Conclusion. 

It  is  respectfully  submitted  that  the  appellant  herein, 
upon  the  undisputed  evidence,  is  entitled  to  an  award 
for  general  damages  in  excess  of  the  sum  of  $2,000.00, 
and  that  the  decree  of  the  United  States  District  Court 
herein  should  be  modified  in  accordance  therewith. 

Respectfully  submitted, 

David  A.  Fall, 

Proctor  for  Appellant. 


APPENDIX. 

Assignment  of  Errors. 

I. 

The  District  Court  erred  in  finding  that  the  Hbelant 
sustained  damages  for  pain  and  suffering  by  reason  of  his 
said  injuries  in  the  sum  of  one  hundred  dollars  ($100.00). 

II. 

The  District  Court  erred  in  concluding  that  libelant  was 
entitled  to  receive  but  one  hundred  dollars  ($100.00),  for 
pain  and  suffering  resulting  from  a  fracture  of  his  left 
arm,  bruises  and  abrasions  to  his  body  and  a  bruise  to  his 
left  groin. 

III. 

The  District  Court  erred  in  not  finding  that  the  libelant 
sustained  damages  for  pain  and  suffering  by  reason  of  a 
fractured  arm,  bruises  and  abrasions  to  his  body,  and  a 
bruise  to  his  left  groin,  in  the  sum  of  at  least  two  thousand 
dollars  ($2,000.00). 

IV. 

The  District  Court  erred  in  not  concluding  that  libelant 
was  entitled  to  recover  the  sum  of  two  thousand  dollars 
($2,000.00),  for  pain  and  suffering. 

The  District  Court  erred  in  not  entering  a  final  decree 
in  favor  of  libelant  and  against  respondent,  in  the  sum  of 
two  thousand  three  hundred  fifty-two  dollars  ($2,352.00). 
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BRIEF  OF  APPELLEE. 


Jurisdictional   Statement. 

The  appellant  commenced  a  suit  in  Admiralty  against 
appellee  in  the  United  States  District  Court,  Southern 
District  of  California,  Central  Division,  purportedly 
pursuant  to  the  provisions  of  the  statute  commonly 
known  as  the  Jones  Act  (Title  46,  U.  S.  C.  A.,  Sec.  688). 
The  appellant  alleges  in  the  First  Article  of  his  libel  that 
the  principal  place  of  business  of  the  appellee  was  in  the 
County  of  Los  Angeles,  State  of  California.  There  is 
no  allegation  in  the  libel  stating  that  the  appellant  and  ap- 
pellee were,  at  the  time  of  the  alleged  injury,  engaged  in 
interstate  or  foreign  commerce.  There  is  no  allegation 
that  there  was  any  defect  or  insufficiency  in  the  vessel  or 
its  appliances.  There  is  no  allegation  that  any  fellow 
servant  of  appellant  negligently  did  any  act  or  negligently 
failed  to  do  any  act.     All  that  the  libel  alleges  with  refer- 
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ence  to  claimed  negligence  is  a  conclusion  in  the  Tenth 
Article  that  "libelant  stepped  into  a  bucket  negligently 
and  carelessly  left  upon  said  second  step  of  said  stairway, 
precipitating  and  throwing  the  plaintiff  (j/c)  to  the  deck 
below,  a  distance  of  approximately  ten  feet."    [Ap.  6.] 

The  Jones  Act,  in  so  far  as  it  is  relevant  here,  pro- 
vides, in  part,  as  follows: 

"Any  seaman  who  shall  suffer  personal  injury  in  the 
course  of  his  employment  may,  at  his  election,  main- 
tain an  action  for  damages  at  law,  with  the  right  of 
trial  by  jury,  and  in  such  action  all  statutes  of  the 
United  States  modifying  or  extending  the  common 
law  right  or  remedy  in  cases  of  personal  injury  to 
railway  employees  shall  apply;  .  .  .  Jurisdiction 
in  such  actions  shall  be  under  the  court  of  the  dis- 
trict in  which  the  defendant  employer  resides  or  in 
which  his  principal  office  is  located."  (Emphasis 
added. ) 

The  only  statute  of  the  United  States  modifying  or 
extending  the  common  law  right  or  remedy  in  cases  of 
personal  injury  to  railway  employees  is  the  Federal  Em- 
ployers' Liability  Act,  found  in  45  U.  S.  C.  A.,  Sees.  51, 
et  seq. 

Appellee  is  familiar  with  the  decisions  of  the  United 
States  Supreme  Court,  various  Circuit  Courts  of  Appeal 
and  nisi  prius,  that  the  language  "jurisdiction  in  such  ac- 
tions shall  be  under  the  court  of  the  district  in  which  the 
defendant  employer  resides  or  in  which  his  principal  of- 
fice is  located"  means  nothing  more  than  venue. 

It  is  an  elementary  rule  that  the  doctrine  stare  decisis 
has  no  application  whatever  in  any  case  where  the  par- 
ticular point  raised  was  not  decided,  even  though  it  was 
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dormant  in  the  case  and  lurked  within  the  record.  The 
United  States  Supreme  Court  has  adverted  to  this  ele- 
mentary principle  in  Pacific  S.  S.  Co.  v.  Peterson,  278 
U.  S.  130,  7Z  L.  Ed.  220,  as  follows: 

"And  while  an  incidental  statement  in  the  Engel 
Case  at  p.  Z6,  if  taken  broadly,  might  well  be  under- 
stood to  mean  that  the  right  to  recover  compensatory 
damages  under  the  new  rule  was  granted  as  an  al- 
ternative to  the  allowances  covered  by  the  old  rules, 
including  maintenance,  cure  and  wages,  this  was  at 
the  most  a  general  expression  respecting  a  particular 
as  to  which  no  question  was  raised, — no  allowance 
for  maintenance,  cure,  and  wages  being  there  in- 
volved,— which  ought  not  to  control  the  judgment  in 
a  subsequent  suit  when  the  very  point  is  presented 
for  decision  (citing  cases),  or  to  prevent  the  determi- 
nation as  an  original  question  of  the  proper  con- 
struction of  the  statute  in  that  particular."  (Em- 
phasis added.) 

Appellee  raises  certain  points  which  it  does  not  believe 
have  ever  been  decided  by  the  United  States  Supreme 
Court  in  connection  with  the  question  of  jurisdiction.  If, 
as  the  Jones  Act  plainly  says,  all  statutes  of  the  United 
States  modifying  or  extending  the  common  law  right  or 
remedy  in  cases  of  personal  injury  to  railway  employees 
shall  apply  then  it  is  a  certainty  that  the  employer  has  as 
much  right  to  a  jury  trial  as  has  the  employee.  Under 
the  provisions  of  the  Federal  Employers'  Liability  Act  in- 
jured employees  must  bring  their  actions  either  in  a  state 
court  or  on  the  Imv  side  in  a  federal  court.  Under  the 
law,  including  not  only  the  Federal  Employers'  Liability 
Act,  1)ut  the  rules  of  Civil  Procedure,  either  party  is  enti- 
tled as  a  matter  of  right  to  a  trial  by  jury. 


It  is  the  contention  of  the  appellee  in  the  case  at  bar 
that  any  construction  of  the  Jones  Act,  bottomed  as  it  is 
on  portions  of  the  Federal  Employers'  Liability  Act, 
which  deprives  the  employer  of  the  right  to  a  trial  by 
jury,  is  in  contravention  of  the  provisions  of  the  Fifth 
Amendment  to  the  Constitution  of  the  United  States. 
One  of  the  fundamental  requisites  of  due  process  of  law 
is  that  there  be  no  favoritism  shown  by  any  court  to  one 
of  the  parties  to  an  action.  The  appellee  in  the  case  at 
bar  is  entitled  to  the  equal  protection  of  the  laws.  Sec- 
tion 53  (45  U.  S.  C.  A.)  states  that  the  jury  may  diminish 
the  damages  in  proportion  to  the  amount  of  negligence 
attributable  to  the  injured  employee.  This  is  one  of  the 
sections  which  modifies  the  common  law  right  of  a  rail- 
way- employee  for  the  reason  that  under  the  common  law 
contributory  negligence  was  a  complete  bar.  Therefore, 
as  a  matter  of  law.  Section  53  sJiall  apply  as  provided  in 
the  Jones  Act. 

Appellee  further  contends  that  a  fair,  impartial  construc- 
tion of  the  Jones  Act  precludes  any  court  from  holding 
that  the  words  "with  the  right  of  trial  by  jury"  do  not 
give  the  employer  as  much  right  to  such  trial  as  they  do 
to  the  employee.  The  statute  does  not  say  that  the  sea- 
man may  elect  not  to  have  a  trial  by  jury  and  thereby 
preclude  the  employer  from  having  the  right  "of  trial  by 
jury.  The  statute  plainly  says  that  if  the  seaman  elects  to 
take  advantage  of  the  provisions  of  the  Jones  Act  there  is 
a  right  of  trial  by  jury  and  such  right  is  a  substantial 
right  vested  in  each  of  the  parties.  Such  right  can  only 
be  waived  in  the  manner  provided  by  law  in  accordance 
with  the  provisions  of  the  Rules  of  Civil  Procedure. 

Any  court-made  rule  which  deprives  either  part}-  to  an 
action  of  the  right  to  a  trial  by  jury  contravenes  the  due 
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process  clause  of  the  Fifth  Amendment  to  the  Constitu- 
tion of  the  United  States. 

The  general  scoi)e  of  the  prohibitions  of  the  Fifth 
Amendment  as  against  the  Federal  Government  is  fre- 
quently measured  by  the  settled  scope  of  the  Fourteenth 
Amendment  as  against  the  States.  The  Court  has  pro- 
ceeded on  the  assumption  "that  the  legal  import  of  the 
phrase  'due  process  of  law'  is  the  same  in  both  amend- 
ments." {French  v.  Barber  Asphalt  Paving  Co.,  181  U. 
S.  324,  329.) 

Amendment  VII,  Constitution  of  the  United  States, 
])rovides  in  suits  at  common  law,  where  the  value  in  con- 
troversy shall  exceed  twenty  dollars,  the  right  (jf  trial 
by  jury  shall  be  preserved,  and  no  fact  tried  by  a  jury 
shall  be  otherwise  re-examined  in  any  court  of  the  United 
.States,  than  according  to  the  rules  of  the  common  law. 
This  amendment  applies  only  to  courts  sitting  under  the 
authority  of  the  United  States  but  it  does  apply  to  such 
courts.     (Pearson  v.  Yewdall,  95  U.  S.  294.) 

An  order  of  a  federal  district  court  transferring  a 
count  in  an  action  at  law  for  damages,  to  the  equity  docket 
upon  the  ground  that  under  the  law  of  the  State  it  could 
not  be  entertained  at  law,  is  a  deprivation  of  the  right 
of  trial  by  jury.      {Re  Simons,  247  U.  S.  231.) 

It  is  the  direct  contention  of  the  appellee  in  the  case 
at  bar  that  it  is  entitled,  as  a  matter  of  right,  pursuant  to 
the  Fifth  Amendment  and  the  Seventh  Amendment  to  the 
Constitution  of  the  United  States  to  a  trial  by  jury. 

Turning  now  to  the  Fourteenth  Amendment,  we  find 
tliat  the  essentials  of  due  process  require  that  e(|ual  pro- 
lection  and  security  should  be  given  to  all  under  like  cir- 
cumstances in  the  enjoyment  of  their  personal  and  civil 


rights  and  that  no  impediment  should  be  inter|X)sed  to 
the  pursuits  of  any  one  except  as  applied  to  the  same 
pursuits  by  others  under  like  circumstances.  (Barbier 
V.  Connolly,  113  U.  S.  27.) 

The  provision  of  the  Fourteenth  Amendment  which 
forbids  any  state  to  deny  to  any  person  the  equal  protec- 
tion of  the  laws  is  associated  in  the  amendment  with  the 
due  process  clause  and  it  is  customary  to  consider  them 
together.  It  may  be  that  they  overlap,  that  a  violation 
of  one  may  involve  at  times  the  violation  of  the  other, 
but  the  spheres  of  the  protection  they  offer  are  not  coter- 
minous. The  due  process  clause  tends  to  secure  equality 
of  law  in  the  sense  that  it  makes  a  required  minimum  of 
protection  for  every  one's  right  of  life,  liberty,  and  prop- 
erty, which  the  Congress  or  the  legislature  may  not  with- 
hold. Our  whole  system  of  law  is  predicated  on  the  gen- 
eral, fundamental  principle  of  equality  of  application  of 
the  law.  But  the  framers  and  adopters  of  this  amend- 
ment were  not  content  to  depend  on  a  mere  minimum 
secured  by  the  due  process  clause,  or  upon  the  spirit  of 
equality  which  might  not  be  insisted  on  by  local  guaranty. 
The  guaranty  was  aimed  at  undue  favor  and  individual 
or  class  privilege,  on  the  one  hand,  and  at  hostile  dis- 
crimination or  the  oppression  of  inequality,  on  the  other. 
It  sought  an  equality  of  treatment  of  all  persons,  even 
though  all  enjoyed  the  protection  of  due  process.  {Trtiax 
V.  Corrigan,  257  U.  S.  312.) 

The  Jones  Act  uses  plain,  unambiguous  language.  It 
does  not  say  that  "any  seaman  who  shall  suffer  personal 
injury  in  the  course  of  his  employment  as  a  proximate 
result  of  negligence  on  the  part  of  any  agent  or  servant 
of  his  employer  may  maintain  an  action  for  damages  in 
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any  court  of  competent  jurisdiction."  The  statute  says 
very  plainly  that  any  seaman  who  shall  suffer  personal 
injury  in  the  course  of  his  employment  may,  at  his  elec- 
tion, maintain  an  action  for  damages  at  law,  with  the 
right  of  trial  by  jury,  and  in  such  action  all  statutes  of 
the  United  States  modifying  or  extending  the  common 
law  right  in  cases  of  personal  injury  to  railway  employees 
sJiall  apply.  In  plain  words  the  Congress  placed  seamen 
atid  the  employers  of  seamen  in  exactly  the  same  legal 
position  as  railway  employees  and  their  employers  pur- 
suant to  the  Federal  Employers'  Liability  Act  to  the  ex- 
tent that  said  Federal  Employers'  Liability  Act  modified 
or  extended  the  common  law  right  or  remedy  in  such 
cases.'  No  one  will  contend  that  the  employee  of  a  railway 
could,  regardless  of  whether  he  commences  his  action  in 
a  state  or  federal  court,  deprive  the  employer  of  the  abso- 
lute right  of  trial  by  jury.  An  action  under  the  Jones 
Act,  according  to  its  plain  language  is  "an  action  for 
damages  at  law,"  with  the  right  of  trial  by  jury.  The 
statute  does  not  say  that  the  seaman  pursuing  his  right  to 
maintain  an  action  for  damages  at  law  may  elect  whether 
such  action  will  be  tried  by  a  court  sitting  without  a  jury 
or  by  a  court  sitting  with  a  jury. 

Appellee  calls  to  the  attention  of  this  Honorable  Court 
the  fact  that  the  United  States  Supreme  Court  has  never 
been  called  upon  to  consider  or  decide  what  is  meant  by 
the  language  "all  statutes  of  the  United  States  modifying 
or  extending  the  common  la\^'  right  or  remedy  in  cases 
of  personal  injury  to  railway  employees."  Prior  to  the 
enactment  of  the  Federal  Fmi)l(wers'  Lia1:)ility  Act,  an 
employee  of  a  railroad,  engaged  in  intrastate  or  inter- 
state commerce,  had  a  right  of  action  for  damages  under 
the   common   law,    in   the   event   he   was    injured   as    the 
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employer  to  furnish  a  reasonably  safe  place  in  which  to 
work  or  reasonably  safe  tools  and  appliances  with  which 
to  do  the  work.  Such  employee  could  not  recover  in 
the  event  he  was  guilty  of  contributory  negligence,  and 
assumption  of  risk  was  also  a  complete  defense.  The 
common  law  right  available  to  such  employees  was  modi- 
fied by  the  Federal  Employers'  Liability  Act  because  it 
gave  to  such  employee  the  right  to  recover  something 
in  any  event,  regardless  of  his  contributory  negligence,  by 
reason  of  any  injury  resulting  in  whole  or  in  part  from 
the  negligence  of  any  of  the  officers,  agents  or  employees 
of  such  carrier,  or  by  reason  of  any  defect  or  insuf- 
ficiency, due  to  its  (the  railroad  company's)  negligence  in 
its  cars,  engines,  appliances,  machinery,  track,  roadbed, 
works,  boats,  wharves,  or  other  equipment.  Probably  the 
most  important  modification  of  the  common-law  was  the 
removal  of  the  defense  based  on  the  fellow-servant  doc- 
trine. 

In  Minneapolis  &  St.  L.  R.  Co.  z>.  Bombolis,  241  U.  S. 
211,  60  L.  Ed.  961,  the  Court  says: 

*'The  proposition  that,  as  the  7th  Amendment  is 
controlling  upon  Congress,  its  provisions  must  there- 
fore be  applicable  to  every  right  of  a  Federal  char- 
acter created  by  Congress,  and  regulate  the  enforce- 
ment of  such  right,  but  in  substance  creates  a  con- 
fusion by  which  the  true  significance  of  the  Amend- 
ment is  obscured.  That  is,  it  shuts  out  of  view  the 
fact  that  the  limitations  of  the  Amendment  are  ap- 
plicable only  to  the  mode  in  which  power  or  juris- 
diction shall  be  exercised  in  tribunals  of  the  United 
States,  and  therefore  that  its  terms  have  no  rela- 
tion whatever  to  the  enforcement  of  rights  in  other 
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forums  merely  because  the  right  enforced  is  one  con- 
ferred by  the  law  of  the  United  States.  And  of 
course  it  is  apparent  that  to  apply  the  constitutional 
provision  to  a  condition  to  which  it  is  not  applicable 
would  be  not  to  interpret  and  enforce  the  Constitu- 
tion, but  to  distort  and  destroy  it. 

A  Court  of  Admiralty  cannot  entertain  an  "action  at 
law"  or  afford  a  trial  by  jury.  The  decisions  of  the 
various  federal  courts  upholding  the  right  of  a  seaman 
to  proceed  on  the  admiralty  side  of  the  court  also  ignore 
that  provision  of  the  Seventh  Amendment  which  guar- 
antees that  no  fact  tried  by  a  jury  shall  be  otherwise  re- 
examined in  any  court  of  the  United  States  than  accord- 
ing to  the  rules  of  the  common  law  for  the  reason  that 
the  Circuit  Courts  of  Appeal  and  the  United  States  Su- 
preme Court  have  decided  that  in  all  appeals  prosecuted 
from  decrees  entered  in  maritime  causes  of  action  tried 
on  the  admiralty  side  of  the  court  there  is  a  trial  dc  novo 
and  that  the  Appellate  Court  may  ignore  the  findings  of 
fact  made  by  the  trial  judge.  This  rule  also  is  in  direct 
conflict  with  the  decision  of  the  United  States  Supreme 
Court  that  the  administration  of  the  substantive  rules 
applicable  in  fixing  liability  in  all  maritime  causes  of  ac- 
tion shall  be  uniform  throughout  the  courts  of  the  United 
States  and  cojiiuion  law  courts  in  the  various  States. 

A  classic  example  of  the  statement  of  this  rule  is  the 
very  recent  decision  of  the  United  States  Supreme  Court 
in  Garrett  v.  Moore-McCormack  Co.,  317  U.  S.  239,  87 
L.  Ed.  239,  where  the  Court  says : 

'Tt  must  be  remembered  that  the  state  courts  have 
concurrent  jurisdiction  with  the  federal  courts  to  try 
actions  either  under  the  Merchant  Marine  Act  or  in 
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personam  such  as  maintenance  and  cure.  The  source 
of  the  governing  law  applied  is  in  the  national,  not 
the  state,  government.  If  by  its  practice  the  state 
court  were  permitted  substantially  to  alter  the  rights 
of  either  litigant,  as  those  rights  were  established  in 
federal  law,  the  remedy  afforded  by  the  state  would 
not  enforce,  but  would  actually  deny,  federal  rights 
which  Congress,  by  providing  alternative  remedies, 
intended  to  make  not  less,  but  more  secure.  The  con- 
stant objective  of  legislation  and  jurisprudence  is  to 
assure  litigants  /////  protection  for  all  substantive 
rights  intended  to  be  afforded  them  by  the  jurisdic- 
tion in  which  the  right  itself  originates.  Not  so  long 
ago  we  sought  to  achieve  this  result  with  respect  to 
enforcement  in  the  federal  courts  of  rights  created 
or  governed  by  state  law.  And  Admiralty  courts, 
when  invoked  to  protect  rights  rooted  in  state  law, 
endeavor  to  determine  the  issues  in  accordance  with 
the  substantive  law  of  the  State.  So  here,  in  trying 
this  case  the  state  court  was  bound  to  proceed  in  such 
manner  that  all  the  substantial  rights  of  the  parties 
under  controlling  federal  law  would  be  protected. 
Whether  it  did  so  raises  a  federal  question  reviewable 
here  under  Section  237(b)  of  the  Judicial  Code,  28 
USCA  Sec.  344(b)."  (Emphasis  added.)  (317 
U.S.  at  245,  246,  87  L.  Ed.  243,  244.) 

Appellee  calls  the  attention  of  this  Honorable  Court  to 
the  decision  of  the  United  States  Supreme  Court  in 
Panaim  R.  Co.  v.  Johnson,  264  U.  S.  375,  68  L.  Ed.  748. 
It  is  essential  to  keep  in  mind  in  reading  this  decision  that 
Johnson  commenced  an  action  for  damages  on  the  laio 
side  of  the  District  Court  of  the  Eastern  District  of  New 
York  and  that  there  was  an  actual  trial  by  jury.  There- 
fore the  specific  question   whether  the  deprivation  of  a 
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trial  by  jury  when  demanded  by  an  employer  in  any 
action  prosecuted  under  the  Jones  Act  contravened  the 
rights  of  the  employer  guaranteed  by  the  Fifth  Amend- 
ment and  the  Seventh  Amendment  to  the  Constitution  of 
the  United  States  was  not  before  the  court  and  what- 
ever was  said  by  the  court  in  the  course  of  its  decision  on 
that  subject  is  obiter  dicta.  Johnson  did  not  bring  his  action 
in  the  district  of  the  defendant's  residence  or  principal 
office  and  the  defendant  objected  that  the  District  Court 
could  not  entertain  it.  The  objection  was  not  made  on  a 
special  appearance  but  after  the  defendant  had  appeared 
generally  and  demurred  to  the  complaint.  The  trial  court 
thought  the  objection  went  to  the  venue  only  and  was 
waived  by  a  general  appearance.  The  Federal  Rules  of 
Civil  Procedure  were  not  then  in  existence.  The  objec- 
tion was  overruled  (277  Fed.  859).  Error  was  assigned 
on  that  specific  ruling  when  the  case  was  argued  before 
the  United  States  Supreme  Court. 

The  defendant  also  attacked  the  Jones  Act  upon  the 
ground  that  it  was  in  conflict  with  Section  2  of  Article 
III  of  the  Constitution  which  extends  the  judicial  power 
of  the  United  States  to  all  cases  of  admiralty  and  maritime 
jurisdiction.     The  Court  says : 

"The  particular  grounds  on  which  a  conflict  with 
Sec.  2  of  article  3  is  asserted  are  that  the  statute 
enables  a  seaman  asserting  a  cause  of  action  essen- 
tially maritime  to  withdraw  it  from  the  reach  of  the 
maritime  law  and  the  admiralty  jurisdiction,  and  to 
have  it  determined  according  to  the  principles  of  a 
different  system,  applicable  to  a  distinct  and  irrele- 
vant field,  and  also  disregards  the  restriction  in  re- 
spect of  uniformity.  For  reasons  which  will  be  stated 
we  think  neither  ground  can  be  sustained.  (264  U. 
S.  at  387,  68  L.  Ed.  at  753.)" 


—12— 

The  only  other  conslitutiiinal  \)o\nt  asserted  was  that 
the  Jones  Act  conflicts  "with  the  due  ])rocess  of  law  clause 
of  the  Fifth  Amendment,  in  that  it  permits  injured  sea- 
men to  elect  between  varying-  measures  of  redress  and 
between  ditTerent  forms  of  action  without  according  a 
corresponding-  right  to  their  employers,  and  therefore  is 
unreasonably  discriminatory  and  purely  arbitrary.  The 
complaint  is  uot  directed  against  either  measure  of  re- 
dress or  either  form  of  action,  but  only  aijaiiist  the  right 
of  election  as  given.  Of  course,  the  objection  must  fail." 
(264  U.  S.  at  392.  68  L.  Ed.  at  755.)     (Emphasis  added.) 

The  Panama  Railroad  Company  was  not.  under  the 
facts,  entitled  to  raise  the  objection  that  the  assumed 
right  of  a  seaman  to  elect  whether  he  would  proceed  on 
the  admiralty  side  or  the  law  side  of  a  federal  court  vio- 
lated any  constitutional  right  oi  the  defendant  for  the 
simple  reason  that  the  action  was  brought  on  the  com- 
mon law  side  of  a  District  Court  of  the  Ignited  States 
and  a  jury  trial  was  had. 

The  United  States  Supreme  Court  was  not  called  upon 
to  decide  whether  the  words  "at  his  election"  as  used  in 
the  Jones  Act  meant  an  election  as  between  various 
forums  or  even  whether  those  words  referred  to  election 
of  remedies.  The  decision  of  the  Honorable  Supreme 
Court  indicates,  although  proctor  for  appellee  has  not 
read  the  briefs  in  that  case  or  the  assig-nments  of  error, 
that  the  railroad  company  assumed  as  the  premise  of  its 
contention  that  the  statute  contravened  the  Fifth  Amend- 
ment to  the  Constitution  and  that  the  phrase  "at  his  elec- 
tion" referred  to  the  right  of  the  seaman  to  commence 
his  action  in  a  United  States  District  Court  on  the  ad- 
miralty side  or  on  the  law  side  or  in  a  state  court.     Ap- 
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pellee  here  contends  that  the  phrase  "at  his  election" 
was  used  by  the  Congress  in  Hght  of  the  well  known  and 
elementary  rules  respecting  election  of  remedies, — not  selec- 
tion of  a  particular  forum.  This  contention  is  fortified 
by  a  resume  of  the  rights  of  a  seaman  suffering  personal 
injury  prior  to  the  enactment  of  the  Jones  Act.  In  each 
such  case,  there  being  no  statute  of  the  United  States 
specifying  particularly,  or  otherwise  or  at  all,  that  any 
seaman  suffering  personal  injury  in  the  course  of  his 
employment  might  maintain  an  action  for  damages  at 
law,  with  or  without  the  right  of  trial  by  jury,  all  actions 
by  seamen  who  had  suffered  personal  injury  while  acting 
in  the  course  of  their  employment  were  governed  by 
Section  2,  Article  3  of  the  Constitution  of  the  United 
States  which  states  that  "the  judicial  power  (of  the  United 
States)  shall  extend  ...  to  all  cases  of  admiralty  and 
maritime  jurisdiction"  and  Sections  24  and  256  of  the 
Judicial  Code  whereby  the  district  courts  are  given  exclu- 
sive original  jurisdiction  "of  all  civil  causes  of  admiralty 
and  maritime  jurisdiction,  saving  to  suitors  in  all  cases  the 
right  of  a  common  law  remedy  where  the  common  law 
is  competent  to  give  it." 

There  is  an  important  distinction  between  the  manner 
in  which  the  improper  venue  could  have  been  raised  at 
the  time  Johnson  filed  his  action  against  the  Panama 
Railroad  Company  and  the  law  with  respect  thereto  in 
effect  when  appellant  filed  his  action  here.  General  Ad- 
miralty Rule  44  provides  that : 

"In  suits  in  admiralty  in  all  cases  not  provided 
for  by  these  rules  or  by  statute,  the  district  courts 
are  to  regulate  their  practice  in  such  a  manner  as 
they  deem  most  expedient  for  the  due  administration 


—14— 

of  justice,   provided   the   same   are   not   inconsistent 
with  these  rules." 

There  is  absolutely  nothing  in  the  general  admiralty 
rules  promulgated  by  the  United  States  Supreme  Court 
which  provides  a  method  by  which  an  alleged  employer- 
respondent  sued  in  a  Jones  Act  case  in  a  court  of  a  district 
other  than  the  district  in  which  the  employer  resides  or 
in  which  his  principal  office  is  located,  may  object  to  the 
fact  that  the  employer  has  been  sued  in  a  district  other 
than  the  district  in  which  his  principal  office  is  located, 
prior  to  the  filing  of  an  answer.  In  the  case  at  bar  the 
appellant,  although  under  oath,  falsely  alleged  that  the 
Deconhil  Shipping  Company  had  "its  principal  place  of 
business  in  the  County  of  Los  Angeles,  State  of  Cali- 
fornia."    [Ap.  3.] 

The  local  rules  promulgated  by  the  Judges  of  the 
District  Court  of  the  United  States,  for  the  Southern 
District  of  California,  provide  that: 

"Whenever  a  procedural  question  arises  which  is 
not  covered  by  the  provisions  of  any  statute  of  the 
United  States,  or  of  the  FRCP,  or  of  these  rules, 
it  shall  be  determined,  if  possible,  by  the  parallels 
or  analogies  furnished  by  such  statutes  and  rules. 
If,  however,  no  such  parallels  or  analogies  exist,  then 
the  procedure  heretofore  prevailing  in  courts  of 
equity  of  the  United  States,  shall  be  applied  or, 
in  default  thereof,  the  court  may  proceed  in  any  law- 
ful manner  not  inconsistent  with  these  rules  or  with 
any  applicable  statute."     (Rule  29.) 

Pursuant  to  the  foregoing  local  rule,  it  is  clear  that 
the  appellee  was  entitled  to  present  its  defense  of  improper 
venue  in  its  pleading  responsive  to  the  libel  according 
to  the  provisions  of  Rule  12(b)  F.  R.  C.  P. 
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Pursuant  to  the  basic  law  set  forth  in  the  Constitu- 
tion and  implemented  by  the  statute  as  contained  in  the 
Judicial  Code,  an  injured  seaman  could  maintain  an  action 
for  damages  for  personal  injuries  in  the  event  he  suf- 
fered injury  in  consequence  of  the  unseaworthiness  of  the 
vessel  or  a  failure  on  the  part  of  his  employer  to  fur- 
nish and  keep  in  order  the  proper  appliances  appurte- 
nant to  the  ship,  in  any  of  the  following  forums: 

1.  On  the  admiralty  side  of  a  district  court  of  the 
United  States; 

2.  On  the  law  side  of  a  district  court  of  the  United 
States ; 

3.  In  any  state  court  where  jurisdiction  over  the 
person  of  the  employer  could  be  obtained. 

If  the  seaman  maintained  his  action  on  the  law  side 
of  a  district  court  of  the  United  States  or  in  any  state 
court,  both  or  either  of  the  parties  could,  as  a  matter 
of  right,  demand  a  jury  trial. 

Of  course,  the  Judicial  Code,  if  constitutional  when 
applied  to  causes  of  admiralty  and  maritime  jurisdiction 
commenced  on  the  law  side  of  the  court,  would  require 
the  stating  of  a  cause  of  action  in  excess  of  the  minimum 
jurisdictional  amount  and  the  existence  of  diversity  of 
citizenship. 

Considerable  doubt  is  cast  upon  the  soundness  of  any 
contention  that  the  law  side  of  a  United  States  District 
Court  would  be  without  jurisdiction  in  the  absence  of 
allegations  showing  a  dispute  in  excess  of  the  ordinary 
jurisdictional  amount  in  any  maritime  cause  of  action  by 
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an  incidental   statement   in   the  case  of  Panama  R.   Co. 

V.  Johnson,  264  U.  S.  375,  at  2>S2>,  384,  where  the  Court 

said: 

"The  case  arose  under  a  law  of  the  United  States 
and  involved  the  requisite  amount,  ;'/  any  ivas  re- 
quisite; so  there  can  be  no  doubt  that  the  case 
was  within  the  general  jurisdiction  conferred  on  the 
district  courts  by  Sec.  24  of  the  Judicial  Code  .  .  ." 
(Emphasis  added.) 

Appellee  also  cites  the  decision  of  this  Honorable  Court 
in  Van  Camp  Sea  Food  Co.  v.  Nordyke,  140  F.  (2d) 
902,  1944  A.  M.  C.  559.  In  that  case  this  Honorable 
Court  was  presented  with  a  direct  contention  that  the 
law  side  of  the  district  court  had  no  jurisdiction  to  hear 
and  determine  either  cause  of  action  alleged  in  the  com- 
plaint because  there  was  no  allegation  or  proof  of  diverse 
citizenship.  This  Court  stated,  in  answering  that  con- 
tention, as  follows : 

"The  Jones  Act  is  a  remedial  statute  and  as  such 
it  should  be  liberally  construed  to  accomplish  the 
declared  object  of  the  legislation,  'to  provide  for  the 
promotion  and  maintenance  of  the  American  mer- 
chant marine.'  This  desideratum  must  be  attained 
in  consonance  with  the  plain  meaning  of  the  word- 
ing of  the  statute. 

The  sole  jurisdictional  provision  incorporated  in 
the  Act  is  that  'Jurisdiction  in  such  actions  shall 
be  under  the  court  of  the  district  in  which  the  defend- 
ant employer  resides  or  in  which  his  principal  office 
is  located.'  This  requirement  is  a  modification  of 
that  imposed  by  the  Judiciary  Act,  1  Stat.  76,  77, 
relating  to  other  suits  of  a  civil  nature  at  common 
law,  and  when  fulfilled  confers  on  a  District  Court 
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of  the  United  States  the  requisite  authority  to  hear 
and  determine  an  action  at  law  for  damages  by  an 
injured  seaman  regardless  of  his  citizenship."  (Em- 
phasis added.)    (140  F.  (2d)  at  904,  905.) 

A  Petition  for  Writ  of  Certiorari  was  filed  by  the  Van 
Camp  Sea  Food  Company  in  the  foregoing  case  and  seven 
questions  were  presented  for  the  consideration  of  the 
Court.     Question  No.  2  is  as  follows: 

"In  the  absence  of  allegations  and  proof  showing 
diversity  of  citizenship,  may  a  seaman  maintain  an 
action  for  damages  at  law  in  a  United  States  District 
Court,  when  his  claim  is  predicated  upon  an  alleged 
negligent  failure  on  the  part  of  the  master  of  a 
vessel  to  provide  medical  care?" 

In  the  Specifications  of  Error  to  be  urged  in  the  United 
States  Supreme  Court,  the  petition  stated,  in  part,  that 
the  "Circuit  Court  of  Appeals  erred  in  holding  that  the 
law  side  of  the  District  Court  of  the  United  States  had 
jurisdiction  to  hear  and  determine  either  cause  of  action 
alleged  in  the  complaint." 

The  petitioners  in  their  petition  for  writ  of  certiorari 
and  brief  in  support  thereof  quoted  that  portion  of  the 
judgment  of  this  Honorable  Court,  hereinabove  set  forth 
(140  F.  2d.  at  904,  905)  and  the  brief  presented  the  fol- 
lowing argument  on  the  subject: 

"If  the  foregoing  statement  is  correct,  an  iniured 
seaman  would  also  be  entitled  to  maintain  an  action 
at  law  for  damages  in  a  district  court  of  the  United 
States  with  a  jury  furnished  at  the  expense  of  the 
taxpayers,  even  though  the  amount  inx'olved  were 
only  five  dollars. 
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"This  part  of  the  decision  of  the  court  below 
is  squarely  in  the  teeth  of  the  decisions  of  this 
Honorable  Court  in  Panama  R.  Co.  v.  Johnson,  264 
U.  S.  375,  68  L.  Ed.  748  and  En  gel  v.  Davenport, 
271  U.  S.  33,  70  L.  Ed.  813,  in  each  of  which 
the  Court  said  that  the  Jones  Act  had  nothing  what- 
ever to  do  with  the  general  jurisdiction  of  the  dis- 
trict courts  and  that  the  language  referred  to  by 
the  court  below  relates  to  venue  only." 

The  United  States  Supreme  Court  denied  said  petition 
for  writ  of  certiorari  on  June  5,  1944  (322  U.  S.  760, 
88  L.  Ed.  1587).  It  must,  therefore,  be  assumed  that 
the  Supreme  Court  approved  the  statement  of  the  law 
with  reference  to  jurisdiction  as  set  forth  in  the  judg- 
ment of  this  Honorable  Court.  H  that  statement  made 
by  this  Court  is  correct,  then  it  is  obvious  that  the 
District  Court  of  the  United  States,  on  the  admiralty 
side,  has  no  jurisdiction  of  the  cause  of  action  or  the 
person  of  appellee. 

In  addition  to  the  foregoing  points  and  authorities,  ap- 
pellee directs  the  attention  of  this  Honorable  Court  to 
the  proposition  that  one  of  the  modifications  of  the  there- 
fore existing  common  law  right  or  remedy  in  cases  of 
personal  injury  to  railway  employees  was  the  proviso, 
in  the  Federal  Employers'  Liability  Act,  that  its  provi- 
sions were  applicable  only  with  reference  to  a  railway 
employee  injured  while  he  is  employed  by  a  common 
carrier  "while  engaging  in  commerce  between  any  of 
the  several  states  or  territories,  or  between  any  of  the 
states  and  territories,  or  between  the  District  of  Columbia 
and  any  of  the  states  or  territories,  or  between  the  Dis- 
trict of  Columbia  or  any  of  the  states  or  territories  and 
any  foreign  nation  or  nations." 
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Appellee  contends  that  it  clearly  follows  from  a  con- 
sideration of  the  statutes  involved  that  the  Honorable 
Trial  Court  was  without  jurisdiction  to  entertain  the 
claimed  cause  of  action  of  the  appellant.  Some  courts 
have  assumed  that  the  Jones  Act  adopted  by  reference 
thereto  the  Federal  Employers'  Liability  Act.  This  as- 
sumption is  fallacious  because  only  those  portions  of  the 
Federal  Employers'  Liability  Act  which  modified  or  ex- 
tended the  theretofore  existing  common  law  right  or  rem- 
edy applicable  to  cases  of  personal  injury  sustained  by 
railway  employees  were  incorporated  in  the  Jones  Act. 

Statement  of  the  Pleadings. 

The  appellant  does  not  call  the  attention  of  this  Hon- 
orable Court  to  the  allegations  in  the  libel  or  the  issues 
raised  by  the  Answer  of  the  appellee.  As  already  pointed 
out,  the  libel  alleges  that  the  appellee  had  its  principal 
place  of  business  in  the  County  of  Los  Angeles,  State  of 
California.  [Ap.  3.]  The  Answer  admitted  that  the 
appellee  was  and  is  a  corporation  organized  and  existing 
under  and  by  virtue  of  the  laws  of  the  State  of  Califor- 
nia and  licensed  to  do  business  therein  "but  denies  that  its 
principal  place  of  business  is  in  the  County  of  Los  An- 
geles and  alleges  that  its  principal  place  of  business  is  in 
the  city  and  county  of  San  Francisco,  State  of  California." 
[Ap.  8.] 

The  Third  Article  in  the  libel  alleges  "that  at  all  times 
herein  mentioned  the  Deconhil  Shipping  Company  was  and 
is  the  operator  of  and  owner  pro  liaec  vice  of  the  said  S.S. 
'Mesa  V'erde',  for  and  in  behalf  of  the  United  States  of 
America,  acting  by  and  through  the  War  Shi])ping  Ad- 
ministration."    [Ap.  4.]     In  its  Answer  appellees  "denies 
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the  allegations  and  each   thereof   in  the  Third  Article." 
[Ap.  9.] 

The  foregoing  allegations  in  the  first  cause  of  action  of 
the  libel  are  incorporated  in  the  second  cause  of  action 
(the  cause  of  action  for  damages  for  personal  injuries) 
and  the  Answer  of  the  appellee  to  the  allegations  of  the 
first  cause  of  action  were  incorporated  by  reference  thereto 
in  its  answer  to  the  allegations  in  the  second  cause  of 
action.     [Ap.  10.] 

In  the  Ninth  Article  the  libel  states  certain  legal  con- 
clusions which,  of  course,  are  redundant  and  irrelevant 
matter  inserted  in  the  pleading  and  will  be  ignored  by  this 
Honorable  Court  in  determining  whether  or  not  the  libel 
states  facts  sufficient  to  constitute  a  cause  of  action. 

In  the  Tenth  Article  the  appellant  alleges  that  "while 
descending  an  unlighted  stairway  to  the  steering  engine 
room,  libelant  stepped  into  a  bucket  negligently  and  care- 
lessly left  upon  said  second  step  of  said  stairway,  precipi- 
tating and  throwing  the  plaintiff  (sic)  to  the  deck  below, 
a  distance  of  approximately  ten  feet."  [Ap.  6.]  This 
Article  does  not  allege  any  facts.  The  recital  that  the 
bucket  was  "negligently  and  carelessly  left  upon  said  sec- 
ond step  of  said  stairway"  does  not  satisfy  the  require- 
ments of  pleadings  in  admiralty  causes  of  action.  Negli- 
gence cannot  be  alleged  generally  but  the  particular  act 
must  be  specified.  There  is  no  allegation  in  the  libel  that 
the  appellee  had  anything  whatsoever  to  do  with  the  leav- 
ing of  any  bucket  upon  any  step  of  the  stairway.  There 
is  no  allegation  in  the  libel  that  any  agent  or  employee  of 
the  appellee,  acting  in  the  course  of  his  employment,  or 
otherwise,  left  the  bucket  upon  the  second  step  of  the  stair- 
way. It  can  be  reasonably  inferred  from  the  allegations 
of  the  libel  that  the  appellant  himself  had  left  the  bucket 
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on  the  step,  if  any  member  of  the  crew  had  done  so.  There 
is  no  allegation  in  the  libel  stating  that  the  only  persons 
aboard  the  vessel  were  employees  of  appellee.  Therefore 
it  cannot  be  inferred  that  if  some  person  did  leave  a 
bucket  upon  the  step  that  it  must  have  been  some  employee 
of  appellee.  In  any  event,  the  Answer  denied  the  allega- 
tions of  conclusions  set  forth  in  the  Tenth  Article.  [Ap. 
11.] 

The  Eleventh  Article  is  nothing  but  a  conclusion  of  the 
pleader. 

The  libelant  fails  to  allege  the  following  required  facts 
in  order  to  state  a  cause  of  action  pursuant  to  the  Jones 
Act: 

1.  There  is  no  allegation  that  the  appellant  was  a  sea- 
man in  the  employ  of  appellee. 

2.  There  is  no  allegation  of  facts  showing  that  any  in- 
jury sustained  by  appellant  resulted  in  whole  or  in  part 
from  the  negligence  of  any  agent  or  employee  of  appellee 
or  by  reason  of  any  defect  or  insufficiency,  due  to  appel- 
lee's negligence,  in  the  vessel  or  its  appliances  or  equip- 
ment. 

3.  There  is  no  allegation  that  the  appellant  was  in- 
jured while  engaging  in  interstate  or  foreign  commerce 
or  that  the  appellee  was  engaged  in  interstate  or  foreign 
commerce. 

4.  There  is  no  allegation  that  the  vessel  was  a  mer- 
chant vessel.  As  a  matter  of  fact  the  libel  precludes  any 
inference  that  the  vessel  was  being  operated  as  a  part  of 
the  merchant  marine  or  as  a  vessel  engaged  in  commerce 
of  any  kind.  The  Third  Article  alleges  that  the  S.S.  Mesa 
Verde  was  being  operated  "for  and  in  behalf  of  the  United 
States  of  America,  acting  by  and  through  the  War  Ship- 
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ping  Administration."  [Ap.  4.]  Therefore  it  appears  on 
the  face  of  the  libel  that  the  vessel  was  a  public  vessel  for 
the  simple  reason  that  the  War  Shipping  Administration 
had  nothing  to  do  with  commerce  of  any  kind. 

5.  There  is  no  allegation  in  the  libel  stating  that  the 
principal  office  of  Deconhil  Shipping  Company  was  or  is 
located  in  the  Southern  District  of  California. 

The  libel,  because  of  the  foregoing  omissions  and  each 
thereof,  does  not  comply  with  the  requirements  of  General 
Admiralty  Rule  22.  That  rule  requires  that  "the  libel 
shall  also  propound  and  allege  in  distinct  articles  the  vari- 
ous allegations  of  fact  upon  which  the  libelant  relies  in 
support  of  his  suit,  so  that  the  respondent  or  claimant  may 
be  enabled  to  answer  distinctly  and  separately  the  several 
matters  contained  in  each  article."  This  rule  precludes 
any  allegation  of  a  conclusion  and  requires  that  all  facts 
upon  which  a  libelant  must  rely  in  support  of  his  suit 
shall  be  stated  clearly  and  distinctly. 

Statement  of  the  Evidence. 

The  evidence  consisted  of  the  testimony  of  the  appellant 
and  Charles  M.  Rathbun,  the  master  of  the  vessel,  and  the 
following  exhibits:  Libelant's  Exhibit  No.  1  consists  of 
four  abstracts  showing  diagnosis  and  medical  treatment; 
Respondent's  Exhibit  A  is  a  photostatic  copy  of  the  Ship- 
ping Articles;  Respondent's  Exhibit  B,  for  identification, 
is  a  photograph;  Respondent's  Exhibit  C  is  a  report  of 
accident  prepared  by  the  purser  of  the  vessel  and  signed 
by  the  master. 
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Appellant,  Eugene  C.  Watson,  testified  that  he  went  to 
his  quarters  and  then  went  direct  downstairs  and  there 
happened  to  be  a  bucket  there  there  on  the  steps;  he 
couldn't  see;  it  was  dark  and  the  light  in  the  hallway  was 
out;  just  burned  out;  that  as  he  stepped  onto  the  place 
to  go  down  the  steps  it  was  a  pretty  steep  incline,  about  a 
45-degree,  and  that  as  he  stepped  down  he  couldn't  see  very 
well  but  had  a  hold  of  the  handrail  and  let  go  of  the  rail 
and  stepped  into  the  bucket.     [R.  T.  6-7.] 

Appellant  testified  that  his  arm  was  swollen.  [R.  T. 
13.]  However,  the  master  of  the  vessel  testified  that  when 
he  saw  the  appellant  a  day  or  two  after  the  vessel  left 
Honolulu,  the  appellant  claimed  he  couldn't  sleep  because 
his  arm  hurt  him  so  bad.     The  master  testified: 

".  .  .  So  I  examined  the  arm,  and  there  wasn't 
any  outward  appearance  of  anything  wrong." 

Appellant  had  no  other  sign  of  injury  about  him  any  place 
that  the  master  could  see  excepting  on  the  left  arm  and 
that  the  appellant  complained  of  no  injury  or  hurt  any 
place  else.     [R.  T.  39.] 

The  appellant  also  told  the  master  that  he  had  been  hurt 
by  a  truck  ashore  while  crossing  the  street.     [R.  T.  38.] 

In  the  accident  report  which  was  made  out  by  the  pur- 
ser before  the  vessel  arrived  in  California,  the  following 
statement  appears : 

"Mr.  Watson  was  ashore  and  struck  by  a  truck,  at 
time  not  thinking  anything  was  wrong.  However, 
when  returned  to  the  ship  he  fell  down  the  ladder  aft 
below  the  crew  mess  room."     [R.  T.  43.] 
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ARGUMENT. 


POINT  I. 

The  Credibility  of  the  Appellant  Was  Impeached  and 
the  Trial  Judge  Did  Not  Believe  His  Testimony 
With  Reference  to  the  Extent  of  His  Claimed 
Pain  and  Suffering. 

In  the  libel  the  appellant  alleged  positively,  under  oath, 
that  he  "sustained  a  fracture  of  the  bones  in  the  left 
forearm."  [Ap.  4.]  The  evidence  introduced  demon- 
strates that  there  was  a  simple  inconsequential  fracture 
of  the  ulna  of  api^ellant's  left  arm.  The  fracture  did  not 
even  cause  any  separation  of  the  bone.  The  trial  judge 
was  entitled  to  disbelieve  the  entire  testimony  of  appel- 
lant with  reference  to  alleged  pain  and  suffering  not  only 
because  of  the  loose  manner  in  which  he  made  his  allega- 
tions in  the  libel  but  for  the  additional  reason  that  the 
testimony  of  the  master  of  the  vessel  and  the  report  of 
accident  prepared  by  the  purser  and  signed  by  the  master 
were,  and  each  thereof  was,  sufficient  to  impeach  the  ap- 
pellant. The  trial  judge  allowed  the  appellant  the  total 
sum  of  $400.00  as  damages  for  personal  injuries,  consist- 
ing of  $300.00  for  loss  of  wages  and  $100.00  for  pain 
and  suffering.  The  trial  court  was  also  entitled  to  com- 
pare the  allegations  under  oath  in  the  .Seventh  Article 
with  the  position  taken  by  the  appellant  at  the  trial.  It 
was  conceded  by  proctor  for  appellant  that  the  absolute 
limit  of  maintenance  to  which  the  appellant  was  entitled 
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was  the  sum  of  $52.00.  In  other  words  it  was  conceded 
at  the  trial  that  the  appellant  had  been  paid  maintenance 
for  all  time  excepting-  15  days  [R.  T.  52-53]  where  Mr. 
Fall,  proctor  for  Appellant,  stated : 

"Incidentally,  there  is  an  additional  day's  mainte- 
nance to  which  he  is  entitled,  and  that  would  be  the 
13th  day  of  December  of  1946;  so  instead  of  $49, 
there  would  be  another  $3.50,  which  is  only  $52.50." 
[R.  T.  53.] 

POINT  II. 

The  Trial  Court  Erred  in  Not  Finding  That  the  Alle- 
gations Set  Forth  in  the  Amendment  to  the 
Answer  Were  True. 

The  Amendment  to  the  libel  is  set  forth  in  the  Apostles 
at  page  13.  When  the  case  was  being  orally  argued  be- 
fore the  trial  judge,  proctor  for  appellant  objected  to  any 
consideration  of  contributory  negligence  for  the  reason 
that  it  was  not  pleaded  in  the  original  Answer.  Proctor 
for  Appellee  obtained  leave  of  Court  to  file  an  amendment 
to  the  Answer  as  follows: 

"I  would  ask  leave  at  this  time  to  file  an  answer 
to  conform  with  the  proof  to  set  up  the  special  de- 
fense of  negligence  on  the  part  of  the  libelant,  proxi- 
mately contributing  to  his  own  injury  in  the  event 
the  court  finds  that  he  was  injured  on  this  stairway, 
but  alleging  in  substance  as  follows : 

"That  if,  in  fact,  the  libelant  was  injured  by  fall- 
ing down  the  stairway  referred  to  in  the  libel,  the 
said  libelant  negligently  and  carelessly  failed  to  use 
the  hand  railings  on  each  side  of  the  stairway  and 
negligently  and  carelessly  failed  to  attempt  to  look 
where  he  was  going  and  negligently  and  carelessly 
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went  to  a  dark  stairway  and  a  dark  place  and  as  a 
proximate  result  thereof  sustained  any  injury  which 
the  court  may  find  he  did  sustain."    [R.  T.  58-59.] 

The  Court  allowed  the  amendment.  The  trial  Judge 
must  therefore  have  considered  that  such  a  special  defense 
was  in  conformity  with  the  proof  and  it  is  difficult  to 
understand  how  the  trial  Judge  made  the  finding  "that 
the  allegations  and  each  thereof  contained  in  the  Separate 
and  Special  Defense  of  Respondent  are  untrue."  [Ap. 
16.] 

POINT  III. 

The  Evidence  Is  Insufficient  to  Support  a  Judgment  in 
Favor  of  Appellant  on  the  Theory  That  the  Ap- 
pellee Was  His  Employer. 

The  Shipping  Articles  show  that  the  War  Shipping 
Administration  was  the  actual  employer  of  the  Appellant. 
Executive  Order  No.  9054.  7  Fed.  Reg.  937;  as  amended 
by  Executive  Order  No.  9244,  7  Fed.  Reg.  7327,  pursuant 
to  which  the  President  established  within  the  office  for 
Emergency  Management  of  the  Executive  Office  of  the 
President,  a  War  Shipping  Administration,  under  the 
direction  of  an  Administrator  appointed  by  and  responsi- 
ble to  the  President,  provides  that  the  Administrator — 
not  the  owner  of  any  vessel — "shall"  perform  the  follow- 
ing functions  and  duties: 

"The  Administrator  shall  perform  the  following 
functions  and  duties :  a.  Control,  the  operation,  pur- 
chase, charter,  requisition,  and  use  of  all  ocean  ves- 
sels under  the  flag  or  control  of  the  United  States, 
except  ( 1 )  combatant  vessels  of  the  Army.  Navy, 
and  Coast  Guard;  fleet  auxiliaries  of  the  Navy;  and 
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transports  owned  by  the  Army  and  Navy;  and  (2) 
vessels  engaged  in  coastwise,  intercoastal,  and  in- 
land transportation  under  the  control  of  the  Director 
of  the  Office  of  Defense  Transportation."  (Title 
50,  U.  S.  C,  App.,  Sec.  1295.) 

The  allegation  in  the  libel  that  the  appellee  "was  and 
is  the  operator  of  and  owner  pro  haec  vice  of  the  SS 
'Mesa  Verde'  for  and  in  behalf  of  the  United  States  of 
America,  acting  by  and  through  the  War  Shipping-  Ad- 
ministrator" [Ap.  4],  sets  forth  merely  the  conclusions 
of  the  pleader.  There  was  no  proof  offered  by  the  appel- 
lant that  the  appellee  was  any  kind  of  owner  of  the  vessel 
where  the  alleged  accident  occurred.  Neither  was  there 
any  proof  that  the  appellee  employed  the  appellant. 
Neither  was  there  any  proof  that  the  appellee  was  "the 
operator  of"  the  SS  Mesa  Verde. 

In  any  event,  the  allegation  of  the  legal  conclusions  in 
the  Third  Article  are  entirely  nugatory  in  the  face  of  the 
existing  law  providing  that  the  operation  and  use  of  all 
ocean  vessels  under  the  flag  or  control  of  the  United 
States  was  subject  to  the  exclusive  control  of  the  Admin- 
istrator, War  Shipping  Administration.  The  vessel  could 
not  have  been  ©iterated  by  Deconhil  Shipping  Company. 

It  is  a  legal  certainty  that  the  Administrator,  War 
Shipping  Administration,  was  actually  using  the  vessel 
for  the  purpose  of  enabling  the  United  States  of  America 
to  carry  out  its  obligations  incident  to  the  state  of  war 
which  existed  in  view  of  the  fact  that  no  peace  treaties 
had  been  signed  and  the  war  is  still  legally  in  progress. 
If  we  assume,  without  conceding,  that  the  individuals 
actually  aboard  the  ^•essel  for  the  purpose  of  navigating 
b.er  were  general  servants  of  appellee,  they  were,  while 
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any  use  was  being  made  of  the  vessel,  the  servants  of  the 
War  Shipping  Administration.  This  is  so,  as  a  matter 
of  law  and  regardless  of  any  words  used  by  the  pleader 
in  a  futile  attempt  to  circumvent  or  ignore  the  provisions 
of  positive  law  to  the  contrary,  for  the  reason  that  the 
Administrator,  War  Shipping  Administration,  having  the 
exclusive  right  to  control  the  "operation  and  use"  of  the 
vessel  could  only  exercise  such  right  of  absolute  and  ex- 
clusive control  if  he  possessed  the  exclusive  authoritative 
right  to  control  and  direct  the  i^ersons  engaged  in  any 
work  incident  to  such  operation  and  use  in  and  about 
the  details  connected  with  how  such  work  was  to  be  done. 
Therefore,  Deconhil  Shipping  Company  would  not  be 
legally  liable  for  any  tort  actually  committed  by  any  such 
general  employee  aboard  the  vessel  because  the  work  such 
person  may  have  been  doing  while  the  vessel  (and  nces- 
sarily  its  personnel)  was  being  used  by  the  War  Shipping 
Administrator  for  the  purpose  of  having  articles  trans- 
ported was  the  work  of  the  Administrator.  Therefore, 
any  negligent  act  or  omission  of  such  person  was  not  that 
of  a  general  employer  but  that  of  his  employer  pro  haec 
vkc,  the  War  Shipping  Administration,  and  his  negli- 
gence, if  any.  would  not  be  imputed  to  Deconhil  Shipping 
Company.  The  leading  case  on  the  subject  of  the  "loaned 
servant"  doctrine  is  Denton  v.  Yazoo  &  M.  V.  R.  R.  Co. 
(1932).  284  U.  S.  305.     In  that  case  the  Court  states: 

"Whether  the  railroad  companies  may  be  held  lia- 
ble for  Hunter's  act  depends  not  upon  the  fact  that 
he  was  their  servant  generally,  but  upon  whether  the 
work  which  he  was  doing  at  the  time  was  their  work 
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or  that  of  another,  a  question  determined,  usually  at 
least,  by  asceraining  under  whose  authority  and  com- 
mand the  work  was  being-  done.  When  one  person 
puts  his  servant  at  the  disposal  and  under  the  control 
of  another  for  the  performance  of  a  particular  serv- 
ice for  the  latter,  the  servant,  in  respect  of  his  acts 
in  that  service,  is  to  be  dealt  with  as  the  servant  of 
the  latter  and  not  of  the  former.  This  rule  is  ele- 
mentary and  finds  support  in  a  large  number  of  deci- 
sions, a  few  only  of  which  need  be  cited.  In  Stand- 
ard Oil  Co.  V.  Anderson,  212  U.  S.  215,  220-225,  this 
court  said: 

"  'The  servant  himself  is,  of  course,  liable  for  the 
consequences  of  his  own  carelessness.  But  when,  as 
is  so  frequently  the  case,  an  attempt  is  made  to  im- 
pose upon  the  master  the  liability  for  those  conse- 
quences, it  sometimes  becomes  necessary  to  inquire 
who  was  the  master  at  the  very  time  of  the  negli- 
gent act  or  omission.  One  may  be  in  the  general 
service  of  another,  and,  nevertheless,  with  respect  to 
particular  work,  may  be  transferred,  with  his  own 
consent  or  acquiescence,  to  the  service  of  a  third  per- 
son, so  that  he  becomes  the  servant  of  that  person 
with  all  the  legal  consequences  of  the  new  relation. 

"  'To  determine  whether  a  given  case  falls  within 
the  one  class  or  the  other  we  must  inquire  whose  is 
the  work  being  performed,  a  question  which  is 
usually  answered  by  ascertaining  who  has  the  power 
to  control  and  direct  the  servants  in  the  performance 
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of  their  work.  Here  we  must  carefully  distinguish 
between  authoritative  directions  and  control,  and 
mere  suggestion  as  to  details  or  the  necessary  co- 
operation, where  the  work  furnished  is  part  of  a 
larger  undertaking. 

******** 

"  'In  many  of  the  cases  the  power  of  substitution 
or  discharge,  the  payment  of  wages  and  other  cir- 
cumstances bearing  upon  the  relation  are  dwelt  upon. 
They,  however,  are  not  the  ultimate  facts,  but  only 
those  more  or  less  useful  in  determining  whose  is 
the  work  and  whose  is  the  power  of  control' " 
{Denton  v.  Yazoo  &  M.  V.  R.  R.  Co.,  284  U.  S.  305, 
at  308-309.) 

So  every  similar  attempt  to  recover  from  private  com- 
panies for  the  negligence  of  their  employees  in  the  course 
of  doing  the  work  of  the  United  States  has  been  rejected. 
See  Norfolk  &  W.  Ry.  Co.  v.  Hall  (4th  Cir.,  1932),  57 
F.  (2d)  1004.  1008;  McLamb  v.  DuPont  (4th  Cir., 
1935).  79  F.  (2d)  966;  and  cf.  Hardy  v.  Sheddcn  Co. 
(6th  Cir.,  1897),  78  Fed.  610,  613;  Byrne  v.  Kansas  City, 
Ft.  S.  &  M.  R.  R.  Co.  (6th  Cir.,  1894),  61  Fed.  605.  See 
also,  61  A.  L.  R.  290. 

Apart  from  some  statute  providing  otherwise,  no  cor- 
poration can  be  compelled,  within  the  meaning  of  due 
process  of  law  and  the  right  to  the  equal  protection  of 
the  laws  (Fifth  and  Fourteenth  Amendments,  Constitu- 
tion of  the  United  States)  to  respond  in  damages  to  a 
l^erson  injured  by  the  negligence  of  another  unless  the  ac- 
tivities of  the  latter,  at  the  time  and  place  of  the  tort, 
was  subject  to  the  control  of  the  corporation  under  such 
circumstances  as  to  bring  the  maxim  respondeat  superior 
into  operation  and  effect. 
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Conclusion. 

It  is  respectfully  contended  by  appellee  that  this  Hon- 
orable Court  should  remand  the  case  to  the  District  Court 
with  directions  to  dismiss  the  same  for  lack  of  jurisdic- 
tion. In  the  event  such  course  does  not  seem  in  accord- 
ance with  law,  then  the  decree  of  the  District  Court 
should  be  affirmed  for  the  reason  that  this  Honorable 
Court  should  give  considerable  weight  to  the  action  of 
the  trial  Judge  in  disbelieving  the  oral  testimony  of  the 
appellant  in  so  far  as  his  claims  of  pain  and  suffering  are 
concerned.  There  is  nothing  shocking  about  the  fact  that 
the  trial  Judge  allowed  the  appellant  the  sum  of  $400.00 
as  damages  by  reason  of  a  simple  crack  in  the  small  bone 
of  his  left  arm  and  bruise  in  his  groin.  This  Honorable 
Court  is  requested  to  make  findings  in  favor  of  appellee 
on  the  subject  of  contributory  negligence.  There  cannot 
be  much  question  about  the  fact  that  if  a  man  steps  mto 
a  dark  place  and  deliberately  fails  to  use  handrails  which 
are  placed  there  for  his  protection  and  deliberately  fails 
to  turn  on  a  light  when  the  same  is  available  for  him  that 
such  individual  is  guilty  of  negligence.  The  testimony  of 
the  appellant  that  the  light  was  burned  out  was  demon- 
strated by  cross-examination  to  be  a  conclusion  and  there- 
fore of  no  probative  effect.  If  a  man  chooses  to  refuse 
to  turn  on  a  light  and  to  take  whatever  chance  of  injury 
might  result  from  using  a  dark  stairway,  he  certainly  is 
guilty  of  gross  negligence. 

Respectfully  submitted, 

Lasher  B.  Gallagher. 

Proctor  for  Appellee. 
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In  the  United  States  Circuit  Court  of  Appeals 
for  the  Ninth  Circuit 


No.  11805 


Eugene  C.  Watson^  appellant 

V. 

Deconhil  Steamship  Company,  appellee 


ON    APPEAL    FROM     THE    DISTRICT     COURT     OF     THE     UNITED 
STATES  FOR  THE  SOUTHERN  DISTRICT   OF  CALIFORNIA 


BRIEF  FOR  THE  UNITED  STATES  AS  AMICUS  CURIAE 

The  United  States  files  this  brief  amicus  curiae 
because  of  the  importance  of  the  problem  here  pre- 
sented for  direct  oj^eration  by  the  Government  of  its 
cargo  vessels.  The  United  States  Maritime  Com- 
mission has  requested  the  Department  of  Justice  to 
advise  the  Courts  of  the  Govermnent's  interest  in 
cases  of  this  character  and  of  its  position  respecting 
the  issues  involved. 

QUESTION  PRESENTED 

Whether  appellant  Watson,  a  civil  service  seaman 
of  the  United  States  employed  on  a  government-owned 
vessel  operated  by  the  War  Shipping  Administration, 
has  a  cause  of  action  for  damages  under  the  Jones 
Act  and  for  maintenance  under  the  general  maritime 
law  against  appellee  Deconhil,  which  acted  as  agent 
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of  its  disclosed  principal,  the  United  States,  in  man- 
aging the  accounting  and  certain  other  shoreside 
business  of  a  government  vessel. 

THE  INTEREST  OF  THE  UNITED  STATES 

It  is  of  the  greatest  importance  to  the  United  States 
that  the  Government  and  not  its  agents  be  recog- 
nized as  operating  owner  in  possession  and  control  of 
government  vessels  which  are  manned,  operated  and 
navigated  by  it  through  ship  masters  who  are  its  di- 
rect agents  and  employees  and  which  are  victualled, 
supplied  and  maintained  by  it  through  shipping  com- 
panies who  are  employed  as  ships'  husbands  and 
berth  agents.  If  the  masters  and  crews  of  such  gov- 
ernment vessels  can  be  treated  as  the  agents,  servants 
and  employees  of  such  shipping  companies  rather 
than  of  the  United  States,  then  the  shipping  com- 
panies must  be  deemed  owners  pro  hac  vice  or  opera- 
tors of  the  vessels  and  the  Government  a  mere  re- 
versionary owner  who  has  parted  with  possession 
and  control  of  its  vessels. 

Such  a  conclusion,  that  the  agents  are  operators,  is, 
naturally,  of  little  practical  importance  to  appellee 
Deconhil  or  any  other  government  agent,  for  if  they 
reasonably  defend  themselves  in  litigation  brought 
against  them  they  are  entitled  to  reimbursement  and 
idemnity  from  the  United  States.  But  to  the  Gov- 
ernment the  results  of  the  conclusion  that  the  agents 
are  operators  in  possession  and  control  will  be  disas- 
trous for  direct  government  operation,  both  retro- 
spectively durmg  the  war  just  ended  and  prospectively 
during  any  other  period   of  emergency  which  may 


again  make  direct  government  operation  necessary. 
Such  a  conclusion  will  make  it  impossible  for  the  Gov- 
ernment to  follow  its  present  practice  of  engaging 
the  existing  shoreside  organizations  of  shipping  com- 
panies to  attend  to  the  shoreside  operations  of  gov- 
ernment vessels.'  It  will  oblige  the  United  States  in 
time  of  emergency  to  create  new  shoreside  organiza- 
tions of  its  own,  with  consequent  increased  expense 
and  delay  in  starting  its  direct  operations. 

If  the  master  and  crew  of  government  vessels  can  be 
held  to  be  the  employees  of  the  vessels'  shoreside 
agents  for  the  purpose  of  responsibility  and  control, 
these  agents  and  not  the  United  States  must  be  treated 
as  the  operators  or  owners  pro  hac  vice  and  the  vessels, 
not  being  in  the  possession  of  public  authority,  will  not 
again  be  entitled  to  governmental  immunity  in  foreign 
ports.  Cf.  Mexico  v.  Hoffman,  324  U.  S.  30,  37-38; 
The  Navemar,  303  U.  S.  68,  74.  Such  a  conclusion 
defeats  the  intention  of  Congress.  Congress  has 
always  taken  care  exf)ressly  to  reserve  the  sovereign 

>  See  H.  Rep.  No.  2572,  77th  Cong.,  2d  sess.,  p.  8 :  "The  Adminis- 
trator, in  the  conduct  of  his  duties  and  functions,  makes  very  ex- 
tensive use  of  the  private  organizations  including  those  engaged  in 
merchant  marine  insurance  and  related  activities,  steamship  op- 
erators, stevedore,  and  terminal  facilities,  freight  forwarders,  and 
freight  brokers  and  agents.  Special  skill,  knowledge,  and  experi- 
ence are  made  available  in  this  manner  for  use  in  the  integrated 
war  effort.  This  development  confirms  the  wisdom  of  the  congres- 
sional policy  in  the  recent  years  of  stimulating  and  assisting  the 
development  of  such  private  merchant  marine  and  insurance  facili- 
ties at  substantial  (xovernment  cost.  The  policy  has  permitted  a 
quick  change-over  from  peacetime  to  wartime  operations  of  the 
entire  merchant  marine  without  any  substantial  loss  of  efficiency  or 
impairment  of  morale."  (Cf.  letter  of  the  General  Counsel,  U.  S. 
Maritime  Commission,  infra,  Appendix,  p.  A-9.) 


iinmunity  of  such  vessels  although  it  has  accepted  civil 
responsibility  for  their  acts.  See  46  U.  S.  Code  747. 
Certainly  nothing  in  any  act  of  Congress  justifies  hold- 
ing that  by  employing  private  companies  as  general 
agents  and  berth  agents  to  manage  and  conduct  the 
accounting  and  certain  other  shoreside  business  of  the 
vessels,  the  Government  has  transferred  the  operating 
ownership  of  the  vessels  themselves  and  without  Con- 
gressional authority  has  abandoned  such  immunity  in 
time  of  war  or  emergency  when  its  preservation  is 
most  important. 

If  the  master  and  crew  should  be  held  to  be  em- 
ployees of  the  agents  so  that  the  latter  become  thereby 
the  operators  or  owners  pro  Jiac  vice,  the  vessels  will 
also  lose  immunity  in  this  country  from  regulation  and 
taxation  by  State  and  local  governments.  In  every 
case  where  vessels  privately  operated  are  subjected  to 
such  regulation  and  taxation,  government  vessels,  if 
they  are  thus  deemed  to  be  privately  operated,  must  be 
similarly  treated.  Indeed  this  last  consideration  is 
already  of  particular  importance  in  connection  with 
the  assertion  of  the  liability  of  the  United  States, 
through  its  agents,  for  State  unemployment  insurance 
taxes.  In  the  case  of  government  civilian  seamen  em- 
ployed through  the  War  Shippuig  Administration, 
the  Congress  has  made  special  statutory  provision  for 
old  age  and  survivors '  insurance  benefits  ^  and  for 
unemployment  compensation  insurance  benefits.^    If  it 

^War  Shipping  Administration  (Clarification)  Act  of  March 
24,  1943,  c.  26,  57  Stat.  45,  as  amended  (50  App.  U.  S.  C.  1291; 
26 U.  S.  C.  1426  (i) ;  42  U.  S.  C.  409  (o) ) . 

^  Social  Security  Act  Amendments  of  August  10,  1946,  c.  951, 
60  Stat.  978, 42  U.  S.  C.  1331-1336. 


be  held  that  the  master  and  crew  are  servants  or 
employees  of  the  shoreside  agent  and  not  of  the  United 
States,  so  that  the  agent  is  the  operator  or  owner 
pro  hac  vice  in  possession  and  control  of  the  govern- 
ment vessel,  agents  will  be  required  to  collect  addi- 
tional taxes  from  both  the  seamen  and  the  United 
States  and  to  pay  them  over  to  the  State  government 
having  local  territorial  jurisdiction  of  the  vessel's 
agent.  The  point  is  of  more  than  academic  interest. 
The  United  States  is  currently  resisting  the  attempt 
of  the  California  tax  authorities,  based  on  their  inter- 
pretation of  Hiist  V.  Moore-McCormack  Lines  (1946), 
328  U.  S.  707,  to  collect  over  ten  million  dollars  as 
unemplojrment  insurance  taxes  on  account  of  War 
Shipping  Administration  seamen.  Such  payment, 
moreover,  will  be  without  any  corresponding  increase 
in  benefits  to  either  the  seamen  or  the  Government 
since  Congress  has  already  made  special  provision  for 
unemployment  benefits  in  such  cases. 

Finally,  if  the  master  and  crew  are  employees  of  the 
shoreside  agent,  the  latter  is  the  operator  or  owner  pro 
hac  vice  in  possession  of  the  Government's  vessel. 
Thus  the  United  States  will  be  required  to  defend  be- 
fore juries  in  the  state  courts  suits  brought  against 
agents  because  of  damage  or  collision  alleged  to  result 
from  negligent  operation,  navigation  and  management 
of  its  vessels  by  the  master  and  crew.  The  dangers 
of  this  result  are  tremendous.  In  time  of  war  litiga- 
tion seeking  to  fix  responsibility  for  such  collisions  in- 
volves convoy  and  routing  instructions,  the  details  of 
swept  channels  and  other  harbor  defense  procedures, 
llip  operation  of  secret  detection  and  navigation  equip- 


ment,  and  countless  other  matters  of  the  highest  se- 
crecy. During  the  recent  war  the  Supreme  Court  of 
the  United  States  by  special  admiralty  rule  effective 
in  all  United  States  courts  provided  for  the  impound- 
ing of  pleadings  and  the  hearing  of  cases  in  camera 
in  order  to  protect  the  national  interest  in  these  re- 
spects.* No  such  action  could  be  effectually  taken  if 
cases  are  to  be  tried  before  juries  and  in  the  state 
courts.  If  the  master  and  crew  are  employees  of  the 
agents,  foreign  powers  will  need  only  to  arrange  for  the 
filing  of  a  state  court  suit  against  an  agent  and  secrecy 
will  fly  out  of  the  window. 

To  a  lesser  extent  the  same  problem  of  secrecy  may 
be  presented  even  in  cases  of  personal  injuries  where 
they  occur  on  the  high  seas.  Not  only  do  many  cases  of 
personal  injury  arise  from  collision,  but  even  when 
they  do  not,  questions  of  defense  procedures  and  de- 
fensive installations  are  frequently  involved.^  Indeed, 
at  the  time  of  the  enactment  of  the  War  Shipping 
Administration  (Clarification)  Act,  Congress,  despite 
the  insistence  of  the  representatives  of  the  seamen's 
miions  (See  infra,  pp.  68-71),  expressly  refused  to 
grant  seamen  the  right  to  jury  trial  even  where  the 
suits  were  to  be  in  the  federal  courts  where  it  could 


*  General  Admiralty  Rule  46,  as  amended  June  8, 1942  (316  U.  S. 
717).  Such  collision  risks  are  not  insured  by  the  Government  and 
the  defense  is  conducted  solely  by  attorneys  of  the  Department  of 
Justice  assisted  by  representatives  of  the  services  involved. 

*  In  admiralty,  General  Admiralty  Rule  46  is,  of  course,  equally 
applicable.  Such  personal  injury  risks  are  covered  by  protection 
and  indenniity  insurance  procured  by  the  Government.  Defense 
is  conducted  by  private  attornej^s  appointed  by  the  underwriters 
to  act  as  of  counsel  to  the  United  States  Attorney  for  the  district 
involved. 


take  steps  to  enforce  secrecy.  To  hold  that  the  Gov- 
ernment's shoreside  agents  are  the  operators  or  own- 
ers pro  hac  vice  so  as  to  be  subject  to  suit  for  the 
acts  of  the  master  and  crew  of  the  Government's 
vessels  defeats  the  intention  of  Congress  and  brings 
such  matters  before  juries  in  state  courts  with  inevita- 
ble destruction  of  national  security. 

STATUTES  AND  REGULATIONS  INVOLVED 

The  statutes  and  regulations  involved,  i.  e.,  the 
Jones  Act  (46  U.  S.  C.  688),  and  Federal  Employers' 
Liability  Act  (45  U.  S.  C.  51),  and  R.  S.  1753  (5 
U.  S.  C.  631),  together  with  the  applicable  Civil  Serv- 
ice Rules,  are  set  forth  in  Appendix  A,  pp.  A-1  et  seq. 

STATEMENT 

Appellant  Watson,  a  civilian  government  seaman, 
appeals  from  a  decree  awarding  him  maintenance  in 
the  sum  of  $52.50  and  damages  under  the  Jones  Act 
in  the  sum  of  $400.00,  consisting  of  $300.00  for  loss 
of  wages  and  $100.00  for  pain  and  suffering. 

Appellee  Deconhil  was  a  shoreside  agent  of  the 
United  States  employed  as  a  ship's  husband  or  general 
agent  under  the  standard  form  of  service  agreement 
with  the  War  Shipping  Administration.  Its  duties 
were  to  "manage  and  conduct"  the  accounting  and 
certain  other  shoreside  business  of  the  S.  S.  Mesa 
Verde  and  other  vessels  owned  by  the  United  States 
and  operated  by  the  War  Shipping  Administration  to 
the  extent  and  in  the  maner  which  the  Government  by 
"directions,  orders  or  regulations"  might  from  time  to 
time  prescribe.    War  Shipping  Administration  Form 
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GAA  4-4-42,  46  Code  of  Fed.  Regs.,  1943  Cum.  Supp., 
p.  11427,  sec.  306.44  (7  F.  R.  7561). 

Watson    was    a    civilian    employee    of    the    War 
Shipping  Administration  engaged  as  a  member  of  the 
crew  of  the  Mesa  Verde,  a  vessel  built  and  owned 
hj   the    United    States    and    operated   by    the    War 
Shipping  Administration.    Watson  was  procured  for 
engagement    by    the    Master    of    the    Mesa    Verde 
through  Deconhil  in  accordance  with  Article  3  A  (d) 
of  the  standard  form  agreement  that  ''the  general 
agent  shall  procure  and  make  avaihihle  to  the  master 
for  engagement  hy  him  the  officers  and  men  required 
by  him  to  fill  the  complement  of  the  vessel."    Watson 
signed  shipping  articles  with  the  vessel  as  a  wiper 
(Rspt.'s  Exh.  A,  R.  19).     These  articles,  which  con- 
stituted Watson's  contract  of  employment,  were  in 
the  standard  form  provided  by  the  Coast  Guard  in 
accordance  with  law  and  took  the  shape  of  an  agree- 
ment between  the  master  on  the  one  hand  and  the 
various  seamen  on  the  other.    They  stated  that  Wat- 
son's employer,  described  as  the  ''Operating  Com- 
pany   on    This    Voyage,"    was    "United    States    of 
America,  War  Shipping  Administration"  whose  ad- 
dress was  stated  to  be  in  care  of  "Deconhil  S.  S.  Co., 
Gen.  Agents,  311  California  St.,  San  Francisco,  Cal." 
Such  emplo3rment  on  a  government-owned  and  oper- 
ated ship  made  Watson  an  unclassified  civil  service 
employee  of  the  TJnited  States  under  Section  xxi  (1) 
of  Schedule  A  to  the  Civil  Service  Rules,  5  Code  of 
Fed.  Regs.,  1943  Cum.  Supp.,  p.  1488,  sec.  50.21  (see 
Appendix,  pp.  A-2-3).     A  copy  of  the  articles  stating 
these  facts  concerning  Watson's  employment  was  re- 


quired  by  law  to  be  kept  posted  where  they  could 
be  read  by  the  crew  at  all  times  during  the  voyage 
(46  U.  S.  C.  577)  and  it  is  not  contended  by  Watson 
that  they  were  not  visible  at  all  times  or  that  he  was 
not  fully  aware  of  the  identity  of  the  Government  as 
operating  owner  of  his  ship  and  of  his  status  as  a 
civilian  employee  of  the  United  States. 

Watson  was  injured  December  2,  1946  in  conse- 
quence of  stepping  into  a  bucket  negligently  left  on 
the  steps  of  a  stairway  or  ladder  aboard  the  Mesa 
Verde.  He  could  without  question  have  recovered 
from  the  United  States  as  operating  owner  in  posses- 
sion and  control  of  the  vessel.  Instead,  he  brought  this 
suit  in  admiralty  against  Deconhil,  the  Government's 
shoreside  agent  without  joining  his  employer,  the 
United  States.  Watson's  libel  alleged  that  Deconhil 
*'was  and  is  the  operator  of  and  owner  pro  hac  vice  of" 
the  Mesa  Verde  (Art.  Ill,  R.  4),  and  that  it  was  Decon- 
hil's  duty  "to  furnish  libelant  with  a  reasonably  safe 
place  in  which  to  do  his  work ;  to  supply  him  with  suit- 
able and  safe  means,  materials,  and  appliances  in  and 
for  the  performance  of  his  work ;  to  maintain  the  same 
in  proper  condition  for  the  proper  performance  of  said 
work;  to  hire  skillful  and  careful  employees  and  not 
to  retain  those  found  careless  or  unskillful;  to  pro- 
mulgate and  enforce  proper  rules  in  relation  to  the 
foregoing  and  to  inspect  such  materials,  appliances 
and  means"  (Art.  IX,  R.  5-6).  Deconhil's  answer,  in 
addition  to  other  pertinent  denials,  expressly  denied 
the  allegations  that  it  was  operating  the  vessel  or  owed 
respondent  any  such  duties  (Art.  Ill,  R.  9;  Art.  IX, 
R.  10). 
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The  case  was  tried  to  the  district  court  on  the  oral 
testimony  of  appellant  Watson  and  of  Captain  Rath- 
bun,  the  Master  of  the  Mesa  Verde  at  the  time  of 
the  accident.  The  court  stated  findings  of  fact  and 
conclusions  of  law  in  the  course  of  which  he  found  as 
a  fact  that  the  allegations  of  the  libel  that  Deconhil 
was  operator  and  owner  pro  hac  vice  of  the  Mesa 
Verde  (Fng.  I,  R.  14),  and  that  Deconhil  owed  Watson 
a  duty  to  fui-nish  him  a  safe  place  to  work  and  safe 
appliances,  employees,  etc.  (Fng.  VI,  R.  15)  were 
true.  The  court  concluded  as  a  matter  of  law  that 
Watson  was  entitled  to  recover  maintenance  and  dam- 
ages totaling  $452.00  plus  costs  (R.  16).  Appellant 
Watson  appeals  on  the  ground  that  the  damages 
awarded  by  the  court  below  were  inadequate. 

REASONS   REQUIRING  DISMISSAL  OF  THE  LIBEL 

The  United  States  prays  that  this  Court  fully  review 
the  record  brought  here  by  appellant  Watson  in  all  its 
aspects  and  order  the  dismissal  of  his  libel  on  the 
merits  because  of  his  failure  to  establish  any  liability 
on  the  part  of  appellee  Deconliil.  This  case  is  before 
this  Court  for  a  trial  de  novo.  An  admiralty  appeal 
from  the  district  court  to  the  court  of  appeals  is  a  new 
trial  in  which  the  appellate  court  may  reverse  the  de- 
cree below  and  exonerate  even  in  favor  of  one  who,  like 
appellee  Deconhil  in  this  case,  has  not  appealed.  A 
cross  appeal  is  not  required  and  without  it  this  Court 
may  direct  the  entry  of  whatever  decree  may  be  appro- 
priate to  express  its  own  opinion  respecting  the  find- 
ings of  fact  and  conclusions  of  law.  It  well  settled 
that  it  may  disallow  in  favor  of  the  appellee  the  whole 
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or  any  part  of  the  award  made  in  the  district  or  may 
dismiss  the  libel.  E.  g.  Reid  v.  American  Express  Co. 
(1916),  241  U.  S.  544,  547-548;  Irvine  v.  The  Hesper 
(1887),  122  U.  S.  256,  266;  The  Mary  Ethel  (2d  Cir., 
1923),  294  Fed.  525,  527,  reversed  on  other  grounds, 
265  U.  S.  257. 

The  many  eases  supporting  the  doctrine  that  no  cross 
appeal  is  required  are  too  well  known  to  require  cita- 
tion or  discussion.  E.  g.  The  John  Twohy,  (1921) 
255  U.  S.  77 ;  Standard  Oil  Co,  v.  Southern  Pacific  Co., 
(1925)  268  U.  S.  146,  155;  The  San  Rafael,  (9th  Cir., 
1905)  141  Fed.  270,  275,  cert.  den.  200  U.  S.  619.  See 
4  Benedict,  Admiralty,  (6th  Ed.,  1940)  pp.  58-61,  col- 
lecting the  cases.  We  submit  that  the  public  interest 
requires  that  courts  on  their  own  motion  protect  both 
the  litigants  and  others  who  may  be  effected  by  the 
litigation  and  insure  correct  administration  of  the  ju- 
dicial process.  A  trial  in  court  is  not  a  purely  private 
controversy  of  no  importance  to  the  public.  The  state, 
whose  interest  it  is  the  duty  of  court  and  coimsel  alike 
to  uphold,  is  concerned  that  every  litigation  be  fairly 
and  impartially  conducted.  N.  Y.  Central  R.  R.  Co.  v. 
Johnson,  (1929)  279  U.  S.  310,  318.  Judges  are  not 
mere  referees  or  moderators  between  counsel.  Her- 
ron  V.  Southern  Pacific  Co.,  (1931)  283  U.  S.  91,  95; 
Quericia  v.  United  States,  (1933)  289  U.  S.  466,  469. 
This  Court  should  accordingly  exercise  its  full  powers 
to  protect  the  public  interest  and  correct  the  error  of 
the  court  below  in  holding  the  Government's  shoreside 
agent  the  operator  and  owner  pro  hac  vice  of  the  Gov- 
ernment's vessels  so  as  to  be  liable  to  appellant 
Watson. 
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The  court  below  gravely  misinterpreted  and  misap- 
plied Bust  V.  Moore-McCormack  Lines  (1946),  328 
U.  S.  707,  by  failing  to  dismiss  the  libel  herein  as  re- 
quired by  Lubinski  v.  Alaska  S.  S.  Co.  (9th  Cir.,  1946), 
153  F.  2d  1013,  where  this  Court  held  that  ''The 
United  States,  acting  through  its  agent  the  War  Ship- 
ping Administration,  had  complete  charge  and  author- 
ity over  the  ship  and  crew"  and  affirmed  the  dismissal 
of  the  general  agent.  See  also  Williams  v,  Ajnerican 
Foreign  S.  S.  Corp.  (S.  D.  N.  Y.,  1945),  65  F.  Supp. 
900,  901-902 ;  Murray  v.  American  Export  Lines  (S.  D. 
N.  Y.,  1943),  53  F.  Supp.  861.  Hust  was  a  decision 
in  the  great  tradition  of  the  Jones  Act ;  a  natural  link 
m  the  process  of  liberalizing  the  protection  of  all  mari- 
time workers."  Just  as  Jamison  v.  Encartiacion^ 
(1930)  281  U.  S.  635,  640,  construed  ''negligence"  to 
include  wilful  misconduct.  Just  as  Uravic  v.  Jarka 
Co.  (1931),  282  U.  S.  234,  239,  and  O'Donnell  v.  Great 
Lakes  Co.  (1943),  318  U.  S.  36,  39,  held  that  "in  the 
course  of  his  employment"  included  cases  where  the 
injury  was  on  a  foreign  ship  or  on  the  land.  Just  as 
International  Stevedoring  Co.  v.  Haverty  (1926),  272 

"  By  the  Jones  Act  (46  U.  S.  C.  688)  ''any  seaman"  injured  "in 
the  course  of  his  employment"  is  granted  the  benefit  of  the  provi- 
sions of  the  Federal  Employers'  Liability  Act  (45  U.  S.  C.  51 
et  seq.).  giving  railway  employees  a  right  of  recovery  for  injuries 
resulting  "from  the  negligence  of  any  of  the  officers,  agents  or 
employees"  of  the  railway.  The  right  to  maintain  suit  under  the 
Jones  Act  is  an  outstanding  gain  to  maritime  workers  wherever 
negligence  of  the  defendant's  agents  or  employees  exists.  Tlie 
longer  statute  of  limitations  provided  by  the  federal  act  applies; 
recovery  for  wrongful  death  is  not  limited  in  amount ;  the  benefit 
of  the  proportionate  fault  rule  in  contributory-negligence  cases 
can  be  had  without  sacrifice  of  the  right  to  trial  by  jury. 
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U.  S.  50,  52,  had  construed  ''seamen"  when  used  in  the 
Jones  Act  to  inchide  longshoremen.  So  Htist  com- 
pletes the  liberalization  of  the  statute  by  holding  that 
"employer"  in  respect  of  the  Jones  Act,  as  in  the 
National  Labor  Relations  Act  and  the  War  Labor  Dis- 
putes Act,  is  not  confined  to  employer  in  the  common 
law  sense  but  includes  "any  person  acting  in  the  in- 
terest of  an  employer,  directly  or  indirectly"  (29 
U.  S.  C.  152  (2)).  See  328  U.  S.  at  724,  citing  Labor 
Board  v.  Hearst  Publications  (1944),  322  U.  S.  Ill, 
120.  Thus  the  Supreme  Court  concluded  in  Hust  that 
the  common  law  employer-employee  relationship  was 
not  required  to  constitute  "employment"  as  used  in 
the  Jones  Act  in  authorizing  the  bringing  of  the  statu- 
tory action,  but  that  the  benefits  of  that  Act  might  be 
invoked  by  maritime  workers  in  every  case  where  re- 
covery is  sought  for  the  alleged  negligence  of  any 
defendant  acting  on  behalf  of  U  ship.  That  the  owner 
seeks  to  have  his  ship  operated  with  the  advantages  of 
division  of  labor  should  not  nullify  the  worker's  right 
to  maintain  the  statutory  action.  Cf.  Seas  Shipping 
Co.  V.  Sieracki  (1946),  328  U.  S.  85,  96. 

But  to  hold,  as  did  the  court  below,  that  a  party  thus 
sued  under  the  Jones  Act  is  liable  not  onl}^  for  the  neg- 
ligence of  its  own  agents  and  employees,  but  even  in 
the  total  absence  of  fault  on  its  part  or  on  the  part  of 
those  who  are  its  own  agents  or  servants,  must  respond 
in  damages  for  the  negligence  of  the  master  and  crew 
who  are  exclusively  the  independent  agents  and  em- 
ployees of  its  principal,  the  United  States,  in  the  navi- 
gation and  management  of  the  vessel,  is  contrary  to 
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the  tradition  of  the  Jones  Act.  And  here,  we  submit, 
is  where  the  court  below  fell  into  error.  The  grava- 
men of  the  seaman's  action  under  the  Jones  Act  is 
injury  resulting  from  negligence  imputable  to  the  de- 
fendant who  is  being  sued— negligence  of  those  who 
are  its  servants  or  agents  in  doing  its  work.  The 
Jones  Act  is  not  a  workmen's  compensation  act.  Be- 
Zon  V.  American  President  Lines  (1943),  318  U.  S. 
660,  665,  672 ;  Cortes  v.  Baltimore  Insular  Line  (1932), 
287  U.  S.  367,  377.  Recovery  in  a  Jones  Act  suit  can 
be  had  only  for  the  negligence  of  those  who  are  agents 
or  servants  of  the  defendant.  The  court  below,  how- 
ever, not  content  to  follow  Bust  and  hold  that  Decon- 
hil  was  the  "employer"  of  appellant  Watson  for  the 
purpose  of  his  hringing  the  statutory  action  under  the 
Jones  Act,  erroneously  found  that  Deconhil  was  the 
operator  and  owner  pro  liac  vice  of  the  Government's 
vessel  and  therefore,  of  course,  answerable  for  the 
negligence  of  its  master  and  crew  and  subject  to  an 
obligation  to  furnish  appellant  Watson  with  mainte- 
nance and  cure  during  his  illness. 

We  believe  that  rightly  understood,  the  decisions  of 
the  Supreme  Court  in  Caldarola  v.  Eckert  (1947),  332 
U.  S.  155,  of  this  Court  in  Luhinski  v.  Alaska  S.  S. 
Co.,  153  F.  2d  1013,  and  of  the  Second  Circuit  in 
Shilman  v.  United  States  et  al.,  164  F.  2d  649,  certi- 
orari denied  Februaiy  16,  1948,  show  that  the  United 
States,  as  operating  owner  of  the  vessel,  and  not 
Deconhil,  its  shoreside  agent,  was  the  principal  who 
is  alone  liable  for  the  torts  and  contracts  of  the  ship, 
her  master,  and  crew.  Those  decisions  establish  that 
shoreside   agents,   such   as   Deconliil,   cannot  be  held 
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liable  as  principal  since  they  are  not  operators  or 
owners  pro  hac  vice  of  the  Government's  vessels  so  as 
to  be  chargeable  with  the  acts  of  the  master  and  offi- 
cers. In  Caldarola  the  Supreme  Court  said  (332  U.  S. 
at  159-160) : 

The  United  States,   as  amicus  curiae,  sub- 
mitted what  we  deem  to  be  conclusive  considera- 
tions against  reading  the  contract  so  as  to  find 
the  Agents  to  be  owners  pro  hac  vice  in  posses- 
sion  and   control    of   the   vessel.    The   conse- 
quences, to  both  the  national  and  international 
interest  of  the  United  States,  of  such  a  construc- 
tion would  be  too  far-reaching  to  warrant  such 
a   forced  reading  merely  in   order  to  have  a 
basis  on  which  to  build  liability  under  the  law 
of  New  York.     Serious  issues  affecting  the  im- 
munity of  Government  vessels  in  foreign  ports 
as  well  as  immunity  from  regulation  and  taxa- 
tion by  local  governments  would  needlessly  be 
raised.     After  all,  the  question  is  not  whether 
petitioner  may  be  compensated  for  his  injury. 
Congress  has  made  provision  for  that.     Peti- 
tioner insists,  in  order  to  enable  him  to  sue  in 
the  courts  of  New  York,  that  the  Agents  are  to 
be  deemed,  as  a  matter  of  federal  law,  owners  of 
the  vessel  pro  hac  vice    *     *     *,    We  reject 
this  construction.     *     *     *     Qui-  previous  deci- 
sions do  not  require  it. 
In  Shilman  v.  United  States,  the  Court  was  urged  to 
hold  that  Grace  Line,  which,  like  Deconhil  in  the  case 
at  bar,  was  the  Government's  agent  mider  the  stand- 
ard form  GAA-4-4-42  agreement,  was  the  principal 
responsible  for  the  acts  of  the  master.     In  that  case 
the  acts  for  which  liability  was  sought  to  be  imposed 
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were  not,  as  here,  also  a  tort  of  the  crew,  but  an  alleged 
breach  of  the  contract  of  employment  of  a  crew  mem- 
ber, just  as  was  Watson's  claun  for  maintenance  here. 
The  Court  observed  that  clearly  with  respect  to  any 
party  but  the  United  States,  such  circumstances  would 
not  impose  the  liability  of  a  principal  upon  one  who 
was  an  agent  for  a  disclosed  principal.  Said  the  court 
(164  F,  2d  at  652): 

His  claim  against  Grace  Line,  Inc.  [the  Gov- 
ernment's agent]  stands  however  on  a  different 
footing  and  was  properly  dismissed  because  it 
arose  out  of  a  contract  of  employment  by  the 
United  States  as  a  disclosed  principal  and  there- 
fore may  not  be  asserted  against  its  agent  Grace 
Line,  Lie. 

The  Shipping  Articles  are  the  basis  of  the 
contract  of  the  libelant  for  his  wages.  They 
were  signed  by  the  master  and  the  seamen.  The 
printed  form  containing  the  particulars  of  the 
engagements  of  the  crew  recited  the  name  of  the 
ship,  her  official  number,  her  registry  and  ton- 
nage and  set  forth  "War  Shipping  Adminis- 
tration," and  on  the  line  below  "Grace  Line, 
Agents,"  mider  the  piinted  designation  of 
"Registe](Hl  Managing  Owner  or  Manager." 
All  these  descriptive  terms  were  printed  under 
the  words  "Articles  of  Agreement  Between 
Master  and  Seaman  in  the  Merchant  Sei'vice 
of  the  United  States"  set  out  in  bold  type. 

There  can  be  no  doubt  that  such  an  agree- 
ment if  made  with  another  than  the  United 
States  would  not  render  the  agent  for  a  dis- 
closed principal  individually  liable.  Restate- 
ment Agency,  Section  320,  provides  that:  "Un- 
less otherwise  agi-eed,  a  person  making  or  pur- 
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porting  to  make  a  contract  with  another  as  agent 
for  a  disclosed  principal,  does  not  become  a 
party  to  the  contract." 

The  General  Agency  Agreement  between  the 
United  States  acting  through  the  Administrator, 
War  Shipping  Administration,  and  Grace  Line, 
Inc.,  provided  in  Article  1  that : 

^'The  United  States  appoints  the  General 
Agent  as  its  agent  and  not  as  an  independent 
contractor,  to  manage  and  conduct  the  business 
of  vessels  assigned  to  it  by  the  United  States 
from  time  to  time." 

We  can  discover  no  reason  for  attributing  the 
liability  of  a  principal  to  Grace  Line,  Inc.,  under 
such  an  '' Agency  Agreement." 

But  it  is  said  that  the  libellant  was  an  em- 
ployee of  the  Grace  Line  under  the  ruling  of 
the  Supreme  Court  in  Hust  v.  Moore-McCor- 
mack  Lines,  328  U.  S.  707.  That  decision  was 
rendered  in  an  action  to  recover  under  the 
Jones  Act  damages  arising  from  negligence  im- 
puted to  the  operating  agent.  Li  Caldarola  v. 
Eckert,  332  U.  S.  155,  a  stevedore  who  sued  the 
general  agent  in  the  New  York  Courts  for 
injuries  caused  by  a  defective  boom  on  the  ves- 
sel on  which  he  was  working  was  denied  recov- 
ery from  the  agent.  In  neither  the  Hust  nor 
the  Caldarola  decisions  did  a  majority  of  the 
court  hold  the  agent  to  be  owner  of  the  vessel 
pro  hac  vice.  In  the  first  case  he  was  only  held 
to  be  subject  to  the  obligations  of  an  employer 
so  as  to  be  liable  to  seamen  in  tort  for  acts  of 
negligence  connected  with  the  operation  of  the 
vessel.  In  each  case  the  court  was  highly  di- 
vided but  in  neither  did  it  decide  that  the  agent 
was  so  far  the  employer  as  to  he  liable  to  the 
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seamen   for  their  wages   or  other   contractual 
obligations. 

By  these  decisions  it  is  now  settled  that,  as  operating 
owner  in  possession  and  control,  the  United  States, 
not  its  agent,  was  the  principal  whose  work  the 
Master  and  crew  were  doing  in.  the  navigation  and 
management  of  the  vessel  and  that  the  United  States 
alone  is  the  principal  liable  for  the  torts  they  commit 
and  the  contracts  they  make  in  doing  the  work  of  the 
United  States  in  operating  the  vessel. 

That  Deconhil  as  ship's  husband  "procured"  the 
master  and  crew  for  engagement  as  employees  of  the 
United  States  does  not  make  them  agents  and  servants 
of  Deconhil  so  as  to  render  it  responsible  for  their 
acts.  It  is  elementary  that  when  a  principal,  such 
as  the  United  States,  authorizes  an  agent,  such  as 
appellee  Deconhil  here,  to  engage  on  its  behalf  other 
agents  and  employees,  such  as  the  master  and  crews 
of  its  vessels,  the  principal  alone,  and  not  the  agent 
procuring  the  engagement,  is  responsible  for  the  torts 
and  contracts  of  such  other  agents  and  employees.  In 
the  words  of  the  Restatement  of  Agency  (§  79,  com- 
ment (a)) : 

The  agents  so  employed  are  agents  of  the 
principal  and  not  of  the  employing  agent,  who 
is  not  responsible  to  them  for  their  compensa- 
tion unless  he  so  manifests,  and  is  no  more  re- 
sponsible for  their  conduct  to  third  persons  or 
to  the  principal  than  he  is  for  the  conduct  of 
other  agents  of  the  principal,  unless  he  is  negli- 
gent in  their  selection. 

And  to  the  same  effect  see  1  Labatt,  Master  and  Servant 

(2ded.  1913),  pp.  102-103: 
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It  is  well  settled  that,  where  an  employee,  act- 
ing under  the  express  or  implied  authority  of  his 
principal,  engages  servants  to  perform  work 
for  the  benefit  of  his  employer,  the  principal, 
and  not  the  employee,  is  in  law  the  master  of 
the  servants  so  engaged.  This  doctrine  is  an 
obvious  and  necessary  consequence  of  the  fact 
that,  in  the  case  supposed,  the  power  of  con- 
trolling the  servants,  even  though  it  may  nor- 
mally be  exercised  by  the  agent  after  they  are 
hired,  really  resides  in  the  principal,  and  may 
at  any  time  be  called  into  active  exercise. 

But  even  if  appellee  Deconhil  could  be  regarded  as 
in  some  special  sense  the  "employer"  of  the  master 
and  crew  of  the  Government's  vessels  as  suggested  in 
the  Hust  case,  still  it  was  not  the  owner  pro  hac  vice 
or  operator  of  the  Government's  vessels  and  the  work 
of  the  masters  and  crews  of  the  vessels  in  the  course 
of  which  their  negligence  brought  about  the  injury  of 
appellant  Watson  was  the  work  of  the  United  States 
as  operating  owner  and  not  the  work  of  appellee 
Deconhil.  Accordingly,  not  appellee  Deconhil  but 
only  the  United  States  is  liable  for  appellant  Wat- 
son's injuries.  This  is  settled  by  Denton  v.  Yazoo  <& 
M.  V.  R.  B.  Co.  (1932),  284  U.  S.  305,  and  many  other 
cases  holding  that  the  loaned  servant  rule  applies  to 
the  United  States  and  that  plaintiffs  have  no  right  to 
recover  from  private  companies  for  the  negligence  of 
employees  who,  although  hired  by  the  private  com- 
pany, are  engaged  in  doing  the  work  of  the  United 
States  at  the  time  the  injury  is  inflicted. 

Nor  can  the  rules  of  undisclosed  principal  avail 
Watson.     He  was  full}^  advised  that  he  was  employed 
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by  the  Government.  The  shipping  articles  which 
were  his  contract  of  employment  and  which  he  signed 
with  the  master  before  a  United  States  Shipping  Com- 
missioner expressly  stated  that  the  ''operating  com- 
pany on  this  voyage"  was  the  United  States  of 
America,  War  Shipping  Administration.  He  makes 
no  contention  that  the  copy  of  the  articles  required  to 
be  posted  in  the  crews  quarters  in  order  to  inform 
seamen  of  just  such  facts  (46  U.  S.  C.  577)  was  not 
visible  at  all  times  or,  indeed,  that  he  did  not  know 
that  he  was  a  civilian  employee  of  the  United  States. 
Nothing  in  Bradij  v.  Roosevelt  S.  S.  Co.,  (1943) 
317  U.  S.  575,  and  Htist  v.  Moore-McCormack  Lines, 
(1946)  328  U.  S.  707,  suggests  that  the  Supreme 
Court  intended  to  overturn  the  established  rule  that 
liability  in  suits  mider  the  Jones  Act  is  grounded 
upon  the  negligence  of  those  who  are  the  "officers, 
agents  or  employees"  of  the  defendant  in  doing  the 
work  in  which  the  injury  is  caused  or  to  al^andon 
the  rule  of  respondeat  superior  by  which  the  negli- 
gence of  such  officers,  agents  or  employees  is  imputed 
only  to  the  principal  in  the  course  of  whose  work 
the  acts  of  negligence  are  committed.  Brady  does 
not  touch  the  "different  question"  of  whether  the 
Government's  agent  is  liable  (see  Brady,  317  U.  S. 
at  585).  Eiist  does  not  alter  the  fundamental  legal 
relationship  so  as  to  make  Deconhil  the  master  or 
employer  for  purposes  of  ultimate  control  within 
the  respondeat  superior  rule  (see  Hust,  328  U.  S. 
at  723),  or  within  the  rule  of  owTiership  pro  hac  vice 
(see  Caldarola,  332  U.  S.  at  159).  Indeed,  the  four- 
judge   decision   in  Bust  as   interpreted   by   the   five 
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judges  in  Caldarola  did  not  reach  the  question  of 
Hust's  right  to  recover  at  all  but  only  held  he  might 
maintain  the  statutory  action. 

ARGUMENT 

I 

The  power  and  authority  of  general  agents  stops  at  the 
water's  edge ;  they  do  not  have  possession  or  control  of  the 
Government's  vessels 

1.  Not  appellee  Deconhil  hut  the  United  States  was 
the  operator  of  its  vessels  in  exclusive  possession  and 
control  at  the  time  of  appellant  Watson's  injuries. — 
Consideration  of  the  agreements  and  regulations  of 
the  War  Shipping  Administration  together  with  the 
applicable  statutes  of  Congress  makes  it  plain  that 
appellee  Deconhil  in  acting  as  general  agent  for  the 
United  States  had  no  possession  or  control  over  the 
physical  operation  of  the  Government's  vessels  but 
that,  on  the  contrary  its  authority  stopped  at  the 
water's  edge.  It  is  equally  plain  that  it  had  no 
authority  or  control  over  the  conduct  of  the  masters 
and  crew  in  the  management  of  the  vessels  and  their 
equipment  so  as  to  be  held  liable  for  their  torts 
mider  the  rules  of  respondeat  superior.  It  was  only 
a  ship's  husband  appointed  as  ''manager"  of  certain 
aspects  of  the  ships'  "business"  which  took  place 
ashore.  It  was  not  the  operator  of  the  vessels.  It 
follows  that  it  cannot  be  treated  as  operating  owner 
or  in  possession  and  control. 

For  many  years  the  Government  has  been  engaged 
in  peace  and  in  war  in  the  operation  of  a  fleet  of 
cargo  vessels.     Wartime  operations  have  followed  a 
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pattern  entirely  distinct  from  that  •followed  in  peace- 
time. During  World  War  I  the  Government's  ves- 
sels were  directly  operated  by  the  Shipping  Board. 
With  the  return  of  peace,  however,  direct  govern- 
ment operation  ceased  and  the  vessels  were  turned 
over  to  operating  agents  who  were  owners  pro  hac 
vice  in  possession  and  control  of  the  Government's 
vessels.  See  U.  S.  Fleet  Corp.  v.  Greemvald  (2d  Cir. 
1927),  16  F.  2d  948,  951;  Steivart  v.  U.  S.  Fleet  Corp. 
(E.  D.  N.  Y.,  1925),  7  F.  2d  676,  678.  Finally,  the 
]\ferchant  Marine  Act,  1936,  directed  the  United  States 
Maritime  Commission  to  arrange  for  the  operation 
of  its  vessels  by  bareboat  charter  to  private  operators. 
In  such  bareboat  operation  the  private  operators  were 
owners  pro  hac  vice  or  operating  owners  in  possession 
and  control  of  the  vessels  and  employed  their  own 
shipmasters  and  berth  agents.  The  United  States  was 
a  mere  reversionary  "general  owner"  and  not  in  pos- 
session or  control.  In  order  to  assure  operation  of 
lines  in  unprofitable  trades,  however,  the  1936  Act 
provided  that  if  it  should  be  impossible  to  find  pri- 
vate operators  willing  to  operate  the  vessels  under 
bareboat  charter,  the  Commission  might  arrange  tem- 
porarily for  their  operation  under  whatever  arrange- 
ments the  Commission  should  find  advantageous  (46 
U.  S.  C.  1194,  1197  (c)).  Under  this  authority  the 
Connnission  adopted  the  special  demise  form  of  op- 
erating agency,  employed  during  1937  to  1940,  which 
was  involved  in  the  cases  of  Brady  v.  Roosevelt  S.  S. 
Co.  (1943),  317  U.  S.  575,  Quinn  v.  Southgate  Nelson 
Corp.  (2d  Cir.,  1942),  121  F.  2d  190,  cert.  den.  314 
U.  S.  682,  and  Odgaard  v.  Cosmopolitan  Shipping  Co., 
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1939  A.  M.  C.  1038,  171  Misc.  244,  12  N.  Y.  S.  2d  389. 
This  special  form  of  agreement,  generally  known  as 
the  "Roosevelt  agreement"  from  the  Supreme  Court 
case  of  that  name,  was  executed  with  only  four  agents. 
It  was  an  operating  agency  agreement  under  which 
the  four  agents  were  made  owners  pro  hac  vice  or 
operating  owners  in  possession  and  control  of  the  Gov- 
ernment's vessels  which  they  manned,  victualed  and 
navigated  with  masters  and  crews  of  their  own  selec- 
tion. In  this  type  of  operation,  the  Government 
granted  full  possession  and  control  of  its  vessels  to 
the  private  operators  in  substantially  the  same  man- 
ner as  if  they  had  been  bareboat  charterers  of  the 
vessels.  This  method  of  operation  continued  until 
the  sale  in  1940  of  the  last  of  the  government-owned 
shipping  lines.  Thereafter  all  government-owned 
cargo  vessels  were  exclusively  under  bareboat  charter 
until  the  resumption  in  the  spring  of  1942  of  direct 
government  operation. 

During  World  War  II,  the  Government's  vessels 
were  again  directly  operated  by  the  War  Shipping 
Administration  and  it  is  with  this  direct  government 
operation  that  we  are  here  involved.  In  conducting 
these  direct  operations  of  its  vessels  the  United  States, 
like  other  ship  operators,  has  made  use  of  the  three  coor- 
dinate classes  of  agents  usual  in  the  conduct  of  the  ship- 
ping business — the  shipmaster,  the  ship's  husband  or 
general  agent,  and  the  consignee  of  the  ship  or  berth 
agent — each  responsible  directly  to  the  United  States 
as  operating  owner  for  the  matters  with  which  they  are 
respectively  entrusted  and  none  of  them  exercising  con- 
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trol  or  authoritj^  over  the  others/  It  employs  experi- 
enced shipmasters  as  its  agents  for  the  physical  opera- 
tion and  management  of  its  vessels  afloat  and  experi- 
enced steamship  operators  both  as  general  agents  to 
*' husband"  its  ships  or  manage  the  accoimting  and  other 
shoreside  business  operations  and  as  berth  agents  to 
manage  the  operations  of  obtaining  and  discharging 
cargo  and  other  port  services.  (See  Appendix,  infra, 
pp.  A-8,  A-12-A-15,  A-19  et  seq. 

The  masters  engaged  by  the  United  States  to  navi- 
gate and  physically  manage  its  vessels  afloat  are  cur- 
rently employed  on  the  terms  of  the  customary  mari- 
time usages  and  the  general  maritime  law.  (Sec.  2 
Parsons,  Shipping  (1869),  pp.  3-13;  Bouvier,  Law 
Dictionary  (1934),  '^Master  of  a  Ship.")  They  ac- 
cordingly have  physical  possession,  custody  and  con- 
trol of  the  vessels  afloat  as  the  direct  representatives 
of  the  United  States  as  operating  owner.  They  have, 
in  accordance  with  the  law  maritime,  exclusive  au- 
thority to  emjiloy  and  discharge  seamen  subject  to 
general  instructions  from  the  Government  as  owner. 
(Butler  v.  Boston  d^  Savannah  S.  S.  Co.,  (1889)  130 
U.  S,  527,  554;  Farrel  v.  McCIea,  (1788)  1  Dallas  392, 
393;  Hughes  v.  Southern  Pacific  Co.,  (S.  D.  N.  Y., 
1918)  274  Fed.  876. 

'  The  classical  exposition  of  the  coordinate  functions  of  ship- 
masters and  ships'  husbands  has  alwaA's  been  that  of  Justice  Story 
and  continues  to  be  substantially  accurate  to  this  day.  Story, 
Agency.  §  35.  Ship's  Husbands,  §  36,  ]\Iasters  of  Ships.  Berth 
agents  are  to  some  extent  a  later  development.  In  Story's  day 
vessels  did  not  operate  on  routes  or  schedules  and  obtaining  and 
deliverying  cargo,  if  not  left  to  the  master,  was  entrusted  to  another 
agent  afloat — the  supercargo.  Today  a  port  agent  is  necessary  to 
look  after  the  cargo  at  the  berth  and  perform  related  duties. 
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The  experienced  steamship  operators  engaged  by 
the  United  States  to  husband  its  vessels  are  designated 
''general  agents."  They  are  employed  on  terms  which 
are  substantially  in  accord  with  maritime  custom  (See 
Story,  Agency,  §36;  1  Parsons,  Shipping  (1869),  pp. 
109-114;  Bouvier,  Laiv  Dictionary  (1934),  "Ship's 
Husband"),  and  are  fully  described  in  the  stand- 
ard form  of  general  agency  agreement  designated 
"GAA-4-4-42."  (Title  46  Code  of  Fed.  Regs.,  1943 
Cum.  Supp.  p.  11427,  sec.  306,  44;  7  Fed.  Reg.  7561). 
They  are  usually  but  not  invariably  the  channel 
through  which  instructions  from  the  United  States 
as  operating  owner  are  relayed  to  the  masters  of  the 
vessels  whose  shoreside  business  operations  they  man- 
age. The  operators  employed  to  render  port  service 
are  designated  ''berth  agents."  They  are  currently 
employed  on  terms  which  are  substantially  the  same  as 
in  commercial  shipping  operations  and  are  fully  de- 
scribed in  the  standard  form  of  berth  agency  agree- 
ment (see  letter  of  General  Counsel,  U.  S.  Maritime 
Commission,  Appendix,  infra,  pp.  A-13-A-14) . 

The  division  of  duties  between  the  general  agent  and 
berth  agent  for  a  vessel  makes  it  abundantly  plain  that 
on  neither  of  them  has  the  United  States  conferred  the 
operation  or  the  possession  and  control  of  its  vessels. 
The  duties  of  both  these  shoreside  agents  and  the 
method  of  operation  are  fully  explained  in  the  letter  of 
the  General  Counsel  U.  S.  Maritime  Commission  (Ap- 
pendix, infra,  pp.  A-19-A-24).  The  coordinate  and 
correlative  functions  of  general  agents  and  berth  agents 
show  plainly  that  only  the  Government  as  principal 
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of  all  three  agents,  shipmaster,  ship's  husband  and 
berth  agent,  is  the  operator  of  the  ship. 

Nowhere  in  the  GAA-4-4-42  agreement  is  there 
fomid  any  language  amounting  to  a  demise  or  delivery 
to  the  general  agent  of  the  physical  possession  and 
control  of  the  vessels  assigned  to  him.  The  agent  is  a 
mere  ** manager"  of  certain  shoregide  aspects  of  the 
ship's  ''business."  On  the  contrary,  the  agreement 
makes  it  plam  that  the  master  as  the  direct  agent  of 
the  United  States  as  operatmg  owner  is  in  exclusive 
possession  of  his  ship.  As  pointed  out  by  the  General 
Counsel,  U.  S.  Maritime  Conmiission  (Appendix,  infra, 
pp.  A-15-A-19),  there  is  a  striking  difference  in  the 
standard  form  of  general  agency  agreement  here  in- 
volved and  the  exceptional  operating  agency  agreement 
involved  in  Brady  v.  Roosevelt  Steamship  Co.  (1943), 
317  U.  S.  575 ;  Qiiinn  v.  Southgate  Nelson  Corp.  (2d  Cir., 
1942) ,  121 F.  2d  190,  cert.  den.  314  U.  S.  682  and  Odgaard 
V.  Cosmopolitan  Shipping  Co.,  1939,  A.  M.  C.  1038,  171 
Misc.  244, 12  N.  Y.  S.  2d  389. 

By  the  Roosevelt  agreement  the  United  States 
turned  over  the  vessels  themselves  to  he  operated  by 
a  cost-plus  contractor  designated  "Managing  Agent" 
as  owner  pro  hac  vice  and  the  latter,  and  not  the 
United  States,  manned  the  vessel  with  a  master  and 
crew  employed  as  its  own  servants.  The  Roosevelt 
agreement  (see  Record  in  Brady  v.  Roosevelt  Steam- 
ship Co.,  No,  269,  October  Term,  1942,  pp.  21-32) 
stated,  "The  Managing  Agent  has  indicated  its  will- 
ingness to  undertake  the  management  and  operation 
of  the  line,  *  *  *.  The  Owner  hereby  designates 
the  Managing  Agent  as  its  Managing  Agent  to  man- 
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age,  operate  and  conduct  the  business  of  the  Line" 
(Art.  1)  ;  "The  Managing  Agent  shaU  manage  and 
operate  the  said  vessels  exclusively  under  the  trade 
name  American  Pioneer  Line"  (Art.  4)  ;  "The  Man- 
aging Agent  agrees  to  man,  equip,  victual,  supply  and 
operate  the  vessels,  subject  to  such  restrictions  and 
in  such  manner  as  the  Owner  may  prescribe  *  *  *. 
The  Licensed  Officers  and  Chief  Steward,  however,  are 
to  be  subject  to  the  approval  of  the  Owner"  (Art. 
7) ;  "The  Owner  may  terminate  this  agreement 
*  *  *  in  case  of  *  *  *  any  assigimient,  trans- 
fer, agreement  or  arrangement  whereby  the  manage- 
ment or  operation  of  the  above  described  Line  or 
vessels  shall  be  divested  from  the  Managing  Agent" 
(Art.  25). 

By  the  GAA  1  1  12  agency  agreement,  on  the  other 
hand,  the  United  States  retains  direct  control  of  the 
vessel's  navigation  and  management.  And  it  is  well 
established  that  where  the  general  owner  thus  retains 
the  possession,  command,  and  navigation  of  a  vessel,  he 
continues  to  be  the  operator  and  the  agreement  does 
not  constitute  a  demise,  divesting  the  general  owner 
and  making  the  other  party  owner  pro  hac  vice  or  op- 
erating owner.  On  the  contrarj^,  the  entire  legal  re- 
sponsibility of  ownership  and  operation  remains  in  the 
general  owner.  Reed  v.  United  States  (1870),  11 
Wall.  591,  600;  United  States  v.  Shea  (1894),  152  U.  S. 
178.  It  is  well  settled  that  if  there  is  any  doubt  that 
the  general  owners  have  divested  themselves  of  posses- 
sion and  control  and  constituted  another  the  owner 
pro  hac  vice  or  operator  "then  the  general  owners 
must  be  deemed  such  for  their  rights  and  authority 
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continue  until  displaced  by  some  clear  and  determinate 
transfer  of  them;  *  *  *  The  legal  presumption  is 
in  favor  of  the  continuance  of  ownership  and  against 
any  transfer."  See  Hagar  v.  Clark  (1879),  78  N.  Y. 
45,  50;  Eaymond  v.  Tyson  (1854),  17  How.  53,  63-64; 
Pacific  Imp.  Co.  v.  Schuhach-Hamilton  S.  S.  Co.  (W. 
D.  Wash.,  1914),  214  Fed.  854;  Grimherg  v.  Columhia 
PacJ^ers'  Assn.  (1905),  47  Ore.  257,  270-271,  83  Pac. 
194.  As  such  an  operating  owner  the  Government 
alone  is  liable.  The  Volund  (2d  Cir.,  1910),  181  Fed. 
643,  665-667;  cf.  Thorp  v.  Hammond  (1870),  12  Wall. 
408,  416. 

The  standard  form  GAA  4  1  42  agency  agreement 
mider  which  Appellee  Deconliil  and  other  general 
agents  are  employed  by  the  United  States  to  husband 
its  vessels  provides  that  they  are  employed  "as  its 
agent  and  not  as  an  independent  contractor  to  manage 
and  conduct  the  business  of  vessels  assigned  to  it" 
(Art.  1).  The  general  agent  agrees  to  conduct  the 
business  of  the  vessels  "for  the  United  States,  in 
accordance  with  such  directions,  orders,  or  regula- 
tions" as  the  United  States  may  prescribe  (Art.  2). 
The  general  agent  midertakes  to  "maintain  the  vessel 
in  such  trade  or  service  as  the  United  States  may 
direct"  (Art.  3A  (a));  "equip,  victual,  supply  and 
maintain  vessels  subject  to  such  directions,  orders, 
regulations  and  methods  of  supervision  and  instruction 
as  the  United  States  may  from  time  to  time  prescribe" 
(Art.  3A  (c));  "arrange  for  the  repair  of  ves- 
sels *  *  *  including  maintenance  and  voyage  re- 
pairs and  replacements"  and  "exercise  reasonable 
diligence  in  making  inspections  and  obtaining  infor- 
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mation  with  resj^ect  to  the  state  of  repair  and  con- 
dition of  the  vessels"  (Art.  14). 

In  accordance  with  the  immemorial  custom  touching 
ships'  husbands,  the  standard  form  agreement  makes 
it  the  duty  of  general  agents  to  "procure"  the  master 
and  crew  for  the  vessels  husbanded  by  them.  'Article 
3  A  (d)  of  GAA  4-4-42  directs  the  agent  to  ''procure 
the  master  of  the  vessels  operated  hereunder,  subjc<^,t 
to  the  approval  of  the  United  States."  It  thus  makes 
plain  that  the  agent  may  not  supply  its  own  master, 
nor  may  it  act  as  operating  agent  of  the  vessels.  The 
agent  is  confined  to  procuring  a  master  for  acceptance 
or  rejection  by  the  United  States.  The  agreement 
directs  that  the  master  so  procured  shall  be  an  "agent 
and  employee  of  the  United  States,  and  shall  have  and 
exercise  full  control,  responsibility  and  authority  with 
respect  to  the  navigation  and  management  of  the 
vessel."  Thus  it  emphasizes  that  the  agent  may  not 
itself  give  any  orders  whatsoever  with  respect  to  the 
navigation  and  management  of  the  vessel  to  the 
master,  who  is  declared  to  be  an  agent  of  the  United 
States  subject  only  to  mdependent  government  orders 
with  respect  to  such  matters.  Such  orders  as  the 
agent  may  appear  to  give,  in  fact,  it  merely  passes 
on  after  receiving  from  the  War  Shipping  Admin- 
istration. 

The  agreement  further  directs  that  the  general  agent 
"shall  procure  and  make  availahle  to  the  master  for 
engagement  by  him  the  officers  and  men  required  by  him 
to  fill  the  complement  of  the  vessel."  The  GAA  4-4-42 
agreement  thus  denies  the  agent  authority  even  to  em- 
ploy officers  or  men  on  behalf  of  the  Government.     The 
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function  of  employing  a  crew  for  the  United  States  is 
vested  exclusively  in  the  master  as  an  independent  agent 
of  the  Government.  Respecting  the  method  of  procure- 
ment, the  agreement  directs  **  Such  officers  and  men  shall 
be  procured  by  the  general  agent  through  the  usual  chan- 
nels and  in  accordance  with  the  customary  practices  of 
commercial  operators  and  upon  the  terms  and  con- 
ditions prevailing  in  the  particular  service  or  services 
in  which  the  vessels  are  to  be  operated  from  time  to 
time."  So  again  the  GAA  4-4-42  agreement  empha- 
sizes that  the  agents 's  authority  is  to  stop  at  the 
water's  edge  and  prohibits  the  agent  from  interfering 
in  the  slightest  with  the  management  of  the  vessel 
itself.  Thus  the  agreement  requires  that  "the  officers 
and  members  of  the  crew  shall  be  subject  only  to  the 
orders  of  the  master."  It  concludes  that  the  officers 
and  crew  "shall  be  paid  in  the  customary  manner/^ 
that  is  to  say,  in  cash,  "with  funds  provided  by  the 
United  States  hereunder." 

Reviewing  the  procedure  for  manning  the  vessels 
under  GAA  1  1  12,  we  may  state  the  steps  in  logical 
sequence  as  follows : 

1.  The  master  once  "procured"  by  the  agent  and 
employed  by  the  United  States  is  the  "agent  and  em- 
ployee of  the  United  States,"  not  of  the  agent. 

2.  The  crew  is  "procured"  by  the  agent  through  the 
usual  channels,  that  is  to  say,  the  union  hiring  halls, 
and  is  "made  available"  to  the  master  "for  engage- 
ment by  him"  as  an  independent  agent  of  the  United 
States,  not  for  engagement  by  the  agent. 

3.  The  master  "shall  have  and  exercise  full  author- 
ity" over  the  vessel's  "navigation  and  management" 
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and  the  officers  and  members  of  the  crew  are  ''subject 
only  to  the  orders  of  the  master."  The  agent  has  no 
authority  or  duties  aboard;  its  powers  stop  at  the 
water's  edge. 

4.  The  officers  and  crew  are  to  be  paid  **in  the  cus- 
tomary manner  with  funds  provided  by  the  United 
States,"  that  is  to  say,  in  cash  by  the  master  or  Ms 
representative. 

This  whole  arrangement  thus  adheres  consistently 
to  the  Government's  purpose  that  the  general  agent 
under  GAA  1  1  12  shall  not  be  an  ''operating  agent" 
as  in  the  Brady,  Quinn,  and  Odgaard  cases,  supra,  but 
a  mere  ship's  husband  whose  authority  stops  at  the  wa- 
ter's edge  and  who  is  only  to  operate  the  "business" 
of  the  vessel  and  have  no  part  in  the  manning,  naviga- 
tion, management,  or  other  functions  of  operating  the 
vessel  itself. 

The  seamen  thus  employed,  like  all  merchant  sea- 
men, sign  the  statutory  form  of  shipping  articles 
before  a  United  States  Shipping  Commissioner  (46 
U.  S.  C.  564,  713).  These  articles  constitute  a  contract 
executed  by  and  between  the  master  as  agent  for  the 
operating  owners  of  the  vessel  and  each  member  of  the 
crew.  See  Hughes  v.  Southern  Pacific  Co.  (S.  D. 
N.  Y.,  1918),  274  Fed.  876.  This  prescribed  form  re- 
quires that  the  name  and  address  of  the  "Operating 
Company  for  the  Voyage"  or  "Registered  Owner  or 
Manager"  be  expressly  stated  and  a  copy  of  the  form 
showing  that  information  is  "to  be  placed  or  posted 
up  in  such  part  of  the  vessel  as  to  be  accessible  to  the 
crew"  (46  U.  S.  C.  577).  And  in  order  that  govern- 
ment  seamen   should   be    clearly   informed    of   their 
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status,  the  regulations  prescribed  that  the  shipping 
articles  be  filled  out  to  state  in  the  space  for  the  name 
of  the  registered  owner  or  operating  company  for 
the  voyage  "United  States  of  America,  War  Shipping 
Administration,"  and  in  space  for  the  address  '*c/o 
XYZ  Company,  General  Agent,"  giving  the  address 
of  the  agent  (War  Shipping  Administration  Opera- 
tions Regulation  No.  88  Revised).  In  addition  the 
copy  of  the  articles  which  is  posted  in  the  forecastle 
is  customarily  imprinted  with  a  rubber  stamp  stating 
that  members  of  the  crew  are  not  employees  of  the 
agents  but  exclusively  employees  of  the  United  States 
War  Shipping  Administration. 

2.  The  Executive  and  Legislative  branches  of  the 
Government  Imve  consistently  recognized  that  the 
United  States  is  the  employer  of  the  cretvs  of  War 
Shipping  Administration  vessels. — Consideration  of 
the  agreements  and  regulations  of  the  War  Shipping 
Administration,  together  with  the  applicable  statutes, 
make  it  equally  plain  that  not  only  was  Deconhil  not 
operator  of  the  vessel,  but  it  was  not  the  employer  of  the 
officers  and  crew  of  the  vessel  in  the  sense  necessary 
to  render  it  liable  for  their  negligence.  It  was  a 
mere  ships'  husband  or  ''manager"  of  certain  aspects 
of  the  vessel 's  shoreside  ' '  business. ' '  The  circumstance 
that  as  a  result  of  its  duty  under  the  agency  agree- 
ment to  ''procure"  seamen  for  engagement  by  the  mas- 
ter on  behalf  of  the  United  States,  such  seamen  may  be 
deemed  "employees"  of  the  agent  within  the  technical 
meaning  of  that  term  in  the  Jones  Act  (see  Hust  v. 
Moore-McCormack,  (1946)  328  U.  S.  707)  is  not,  as 
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the  Court  held  in  Shilman  v.  United  States,  et  al. 
(2d  Cir.,  1948),  164  F.  2d  649,  652,  dispositive  of  the 
question  here.  On  the  contrary  it  is  well  settled  that 
the  agent  procuring  the  employnaent  of  others  in  such 
a  manner  is  not  responsible  for  the  contracts  or  torts 
resulting  from  their  acts.  In  the  words  of  the  Re- 
statement  of  Agency  (§  79,  Comment  (a)):  "The 
agents  so  employed  are  agents  of  the  principal  and 
not  of  the  employing  agent,  who  is  not  responsible  to 
them  for  their  compensation  unless  he  so  manifests, 
and  is  no  more  responsible  for  their  conduct  to  third 
persons  or  to  the  principal  than  he  is  for  the  conduct 
of  other  agents  of  the  principal,  unless  he  is  negligent 
in  their  selection." 

A.  The  executive  branch  of  the  government  has 
always  recognized  such  seamen  to  be  government 
employees.  By  reason  of  their  employment  on  gov- 
ernment-owned vessels  operated  by  the  War  Shipping 
Administration  as  successor  to  the  Maritime  Com- 
mission, they  are  unclassified  civil  service  employees 
of  the  United  States.  Civil  Service  Rules,  Schedule 
A,  sec.  xxi  (1),  5  Code  of  Fed.  Regs.,  1943  Cum. 
Supp.,  p.  1488,  sec.  50.21.  (Executive  Order  No. 
9004,  7  Fed.  Reg.  2,  3;  Executive  Order  No.  9247,  7 
F.  R.  837).  For  all  claims  and  causes  of  action  aris- 
ing prior  to  the  Clarification  Act,  the  United  States 
Employees'  Compensation  Commission  granted  bene- 
fits to  such  seamen  under  the  United  States  Em- 
ployees'  Compensation  Act,  1916  (39  Stat.  742,  5  U.  S. 
C.  751  et  seq.  See  the  Commission's  28th  Annual 
Report  (1944),  p.  5. 
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In  devising  a  program  to  accomplisli  its  objective  of 
direct  government  operation,  the  War  Shipping  Admin- 
istration, after  its  creation  on  February  7,  1942,  kept 
definitely  in  view  the  fact  that  such  American  mer- 
chant seamen  employed  by  the  government  to  man  its 
vessels  are  nonetheless  civilians,  engaged  in  voluntary 
contractual  employment,  and  that  government  operation 
of  the  merchant  marine,  however  vital  and  closely  allied 
to  military  and  naval  activities,  was  to  be  conducted  as 
a  civilian  enterprise  with  ci^^lian  government  em- 
ployees. The  wages  and  working  conditions  of  the 
majority  of  merchant  seamen  privately  employed  on 
dry-cargo  vessels  were  already  established  by  a  vast 
number  of  different  collective-bargaining  agreements 
between  tlie  various  shipowners  and  the  various  mari- 
time labor  organizations.  As  vessels  owned  by  or 
bareboat  chartered  to  the  Governraent  and  operated 
by  it  were  destined  to  replace  almost  all  privately 
o\\Tied  and  operated  ships,  the  War  Shipping  Ad- 
ministration considered  that  to  prevent  the  delay 
which  would  result  from  renegotiating  contracts  for 
wages,  working  conditions,  and  other  aspects  of  em- 
ployment already  established  by  the  collective-bar- 
gaining contracts  in  effect  for  privatel}^  operated  ves- 
sels such  preexisting  agreements  should  be  continued 
in  effect  for  government-operated  vessels  (see  letter  of 
General  Counsel,  U.  S.  Maritime  Commission,  Ap- 
pendix, infra,  pp.  A-ll-A-12).  This  was  the  effect  of 
the  identical  Statements  of  Policy  signed  by  the  Admin- 
istrator and  the  various  maritime  unions  and  the  War 
Shipping  Administration  has  taken  the  position  that 
these  Statements  of  Policy  constituted  approval  of  all 
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maritime  collective-bargaining  agreements,  not  merely 
those  of  signatory  unions. 

These  Statements  of  Policy  were  promptly  imple- 
mented by  a  series  of  regulations,  directives  and 
policies,  of  the  War  Shipping  Administration  in 
order  that  uniformity  could  be  achieved.  Thus  one 
of  the  most  important  aspects  of  the  labor  relations 
problem  involved  the  designation  of  bargaining  units. 
To  meet  this  problem,  an  exchange  of  correspondence 
was  had  between  the  War  Shipping  Administration 
and  the  National  Labor  Relations  Board,  whereby 
the  Administrator  exercised  his  power  to  utilize  the 
facilities  of  the  National  Labor  Relations  Board  for 
the  designation  of  bargaining  units.  The  War  Ship- 
ping Administration's  rights  with  respect  to  the 
Board's  possible  jurisdiction  over  personnel  aboard 
vessels  owned  by  or  bareboat  chartered  to  the  War 
Shipping  Administration  as  distinct  from  over  the 
agents  themselves  were  specifically  reserved.  These 
solutions  of  the  collective  bargaining  problem  were 
specifically  considered  and  approved  by  Congress 
in  connection  with  its  consideration  of  the  Clarifica- 
tion Act.  H.  Rep.  No.  107,  78th  Cong.,  1st  Sess., 
pp.  16-n,  23-24. 

A  similar  practical  arrangement  was  made  in  con- 
nection with  the  functioning  of  the  National  War 
Labor  Board.  These  practical  arrangements  were 
facilitated  by  the  statutory  definition  of  ''employer" 
in  the  National  Labor  Relations  and  War  Labor 
Acts.  As  stated  by  the  War  Labor  Board  in  its 
Directive  Order  of  August  31,  1945,  In  re  Maritime 
Cases,  26   War  Lab.   Rep.   509,   512:  "The   question 
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raised  as  to  whether  the  operators  should  be  named 
in  the  contract  as  employers,  or,  as  in  the  last  con- 
tract, as  general  agents  for  the  War  Shipping  Ad- 
ministration, has  no  real  significance.  Whatever  the 
designation  in  the  contract,  the  operators  are  the 
employers  for  the  purpose  of  this  dispute,  as  con- 
templated by  the  War  Labor  Disputes  Act.  *  *  * 
Section  2  (d)  of  the  War  Labor  Disputes  Act  pro- 
vides that  the  term  'employer'  shall  have  the  same 
meaning  as  in  section  2  of  the  National  Labor  Rela- 
tions Act.  The  latter  section  defines  an  employer 
as  'any  person  acting  in  the  interest  of  an  employer, 
directly  or  indirectly  *  *  *'"  [29  U.  S.  C.  152 
(2)].  See  also  In  re  Atlantic  and  Qitlf  Coast  Agents 
of  WSA,  16  War  Lab.  Rep.  23,  24,  32-36;  and  cf. 
exchange  of  correspondence  20  War  Lab.  Rep.  at 
465,  468. 

The  participation  of  the  War  Shipping  Administra- 
tor, as  a  signatory  employer  of  the  Statement  of  Prin- 
ciples (46  Code  of  Fed.  Regs.  1943  Supp.  p.  2124 ;  8  F.  R. 
3454) ,  creating  the  Maritime  War  Emergency  Board  to 
act  in  connection  with  questions  of  special  compensation 
and  bonuses  for  merchant  seamen,  was  also  noted  and 
approved  by  Congress.  H.  Rep.  No.  107,  supra,  at  p.  17. 
The  Maritime  War  Emergency  Board  was  established 
on  December  18,  1941,  by  agreement  of  private  ship 
operators  and  maritime  labor  organizations  to  deal 
with  problems  of  war  compensation  and  bonus  prob- 
lems which  could  no  longer  be  adequately  solved  by 
the  parties  because  of  the  lack  of  current,  accurate 
information.  The  memorandum  of  agreement  was 
designated    "Statement    of    Principles."    The    War 
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Shipping  Administration  became  a  signatory  when 
it  began  to  operate  a  substantial  portion  of  the 
merchant  fleet.  It  should  be  noted  that  the  War 
Labor  Board  advised  the  Maritime  Emergency  Board 
that  its  bonus  decisions  need  not  be  submitted  to  the 
former  agency  for  stabilization  review. 

Not  only  the  War  Shipping  Administration  and 
National  Labor  Relations  Board  and  other  federal 
agencies  but  the  states  as  well  have  always  recognized 
WSA  seamen  as  employees  of  the  United  States  and 
the  vessels  as  operated  by  the  government.  Their 
general  immunity  from  state  and  local  regulation  and 
taxation  has  never  seriously  been  questioned.  With 
the  exception  of  California,  the  authorities  of  all 
States  which  provide  coverage  for  maritime  workers 
in  their  unemployment  compensation  laws  have  re- 
frained from  collecting  contributions  with  respect  to 
workers  on  vessels  operated  by  the  War  Shipping 
Administration  and  husbanded  by  general  agents, 
since  "it  is  generally  understood  that  *  *  * 
[such]  workers  *  *  *  are  considered  to  be  Fed- 
eral employees."  See  Issues  in  Social  Security,  Re- 
port to  the  Ways  and  Means  Committee  of  the  House 
of  Representatives  by  the  Committee's  Social  Security 
Technical  Staff  pursuant  to  H.  Res.  204,  79th  Cong., 
1st  Sess.,  p.  401;  Hearings  before  the  House  Ways 
and  Means  Committee  on  H.  R.  3736,  79th  Cong.,  1st 
Sess.,  pp.  703-705. 

B.  Congress,  with  the  passage  of  the  War  Shipping 
Administration  (Clarification)  Act  of  March  24,  1943, 
c.  26,  57  Stat.  45,  expressly  recognized  the  status  of 
seamen  serving  on  vessels  owned  by  or  bareboat  char- 


38 

tered  to  the  United  States,  through  the  War  Ship- 
ping Administration,  as  employees  of  the  United 
States.  By  that  Act,  Congress  provided  for  the  ex- 
ercise by  such  seamen  of  rights  and  benefits  under 
the  Jones  and  Social  Security  Acts  theretofore  pos- 
sessed by  seamen  employed  by  private  ship  operators 
but  previously  not  available  in  all  cases  to  those  who 
were  government  employees  because  employed  by  the 
United  States  through  the  War  Shipping  Adminis- 
tration so  that  their  right  to  United  States  Employ- 
ers Compensation  Act  benefits  were  probably  their 
exclusive  remedy. 

Prior  to  the  date  of  the  passage  of  that  Act,  such 
seamen  as  employees  of  the  United  States  were 
not  engaged  in  employment  covered  by  the  Federal 
Insurance  Contributions  Act  and  were  not  entitled  to 
benefits  under  the  old  age  benefit  provisions  of  the 
Social  Security  Act.  The  Clarification  Act  provided 
for  payment  on  behalf  of  such  seamen  and  amended 
Section  1426  of  the  Internal  Revenue  Code  (26 
U.  S.  C,  Supp.  V,  1426  (i)  and  Section  209  of  the 
Social  Security  Act  (42  U.  S.  C,  Supp.  V,  409  (o)) 
so  as  to  cover  specifically  under  the  definition  of 
"employment"  in  those  statutes  the  services  per- 
formed by  seamen  employed  on  vessels  owned  by  or 
bareboat  chartered  to  the  United  States  and  operated 
by  the  War  Shipping  Administration.  Without  this 
action  by  Congress  it  was  not  possible  for  such  sea- 
men because  of  their  goveriunent  employee  status,  to 
enjoy  the  benefits  which  would  have  been  theirs  had 
they  been  employees  of  the  general  agent.  The  re- 
ports leave  no  doubt  that  the  status  of  such  crew 
members  as  employees  of  the  United  States  was  fully 
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recognized.    See  S.  Rep.  62,  78th  Cong.,  1st  Sess.,  pp. 
5-6;  H.  Rep.  107,  78th  Cong.,  1st  Sess.,  pp.  2,  15. 

Again  in  connection  with  the  Federal  Employees' 
Pay  Act  of  June  30,  1945,  c.  212,  59  Stat.  295,  305, 
Congress  recognized  the  status  of  WSA  seamen  as 
employees  of  the  United  States.  Since  they  were 
all  unclassified  Schedule  A  employees,  it  was  unneces- 
sary to  make  provision  in  the  act  for  their  pay.  They 
were,  however,  expressly  exempted  from  the  ceiling 
on  the  number  of  federal  employees.  Section  607  (f ) 
provided  that,  ''Until  the  cessation  of  hostilities  in 
the  present  war  as  proclaimed  by  the  President,  the 
provisions  of  this  section  shall  not  be  applicable  to 
*  *  *  individuals  *  *  *  to  whom  the  provisions 
of  section  1  (a)  of  the  [War  Shipping  Administration 
(Clarification)]  Act  of  March  24,  1943  (Public  Law 
Numbered  17,  Seventy-eighth  Congress),  are  ap- 
plicable." 

Further  Congressional  recognition  of  the  status  of 
such  crew  members  as  employees  of  the  United  States 
is  found  in  the  provisions  of  the  Social  Security  Act 
Amendments  of  August  10,  1946,  c.  951,  60  Stat.  978- 
981  (26  U.  S.  C.  1606  (f)),  which  amended  the  Fed- 
eral Employment  Tax  Act  expressly  to  authorize  the 
states  to  cover  under  their  unemplojanent  insurance 
laws  services  performed  by  privately  employed  sea- 
men on  interstate  voyages.  Several  states,  including 
the  leading  maritime  states  of  California  and  New 
York,  had  already  taken  steps  to  cover  such  private 
seamen  at  least  to  the  extent  of  vessels  operated  from 
a  single  state.  But  in  order  to  permit  all  maritime 
states  to  join  in  an  interstate  agreement  providing 
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for  the  exchange  of  wage  infonnation  between  the 
unemployment  insurance  authorities  of  the  several 
participating  states  as  a  basis  for  the  payment  of 
benefits  to  seamen  serving  on  vessels  operating  out 
of  more  than  one  state,  it  was  necessary  to  amend 
the  federal  act  so  as  to  autliorize  the  states  to  cover 
seamen  in  the  same  manner  as  other  employees.  In 
amending  the  act,  Congress  expressly  excluded  from 
such  coverage  crew  members  of  vessels  operated  by 
the  War  Shipping  Administration.  Instead,  Con- 
gress made  specific  provision  for  the  payment  of 
benefits  to  unemployed  seamen  formerly  employed  by 
the  War  Shipj:)ing  Administration  through  general 
agents  on  vessels  owned  l)y  or  bareboat  chartered  to 
the  War  Shipi^ing  Administration  and  Maritune  Com- 
mission. 

This  was  accomiDlished  by  the  addition  to  the  Social 
Security  Act  of  Title  XIII  (42  U.  S.  C.  1331-1336), 
authorizing  the  Federal  Security  Administrator  to  en- 
ter into  agreements  with  the  several  maritime  states  for 
the  payment  of  benefits  during  a  so-called  reconversion 
period  lasting  mitil  June  30, 1949.  Under  such  agree- 
ments the  states  will  pay  compensation  to  War  Ship- 
ping Administration  seamen  just  as  if  they  were  in 
fact  covered  under  the  state  law  and  in  return  will 
obtain  reimbursement  from  the  Federal  Security  Ad- 
ministrator. In  the  absence  of  such  arrangements,  the 
Federal  Security  Administrator  is  directed  to  make 
such  payments  directly  to  the  former  government 
seamen. 

The  legislative  history  evidences  express  recognition 
that  War  Shipping  Administration  seamen  were  em- 
ployees of  the  Government  and  not  of  its  agents  so  as 
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to  be  taxable  by  the  states.  The  committee  reports  of 
both  houses  are  unanimous  in  this  regard.  Thus 
House  Report  No.  2526,  79th  Cong.,  2d  Sess.,  pp.  6-7, 
stated  one  of  the  purposes  of  the  provision  to  be : 

(2)  To  provide  temporary  protection  for  per- 
sons whose  maritime  employment  has  been  with 
general  agents  of  the  War  Shipping  Administra- 
tion and  thus  has  been  technically  Federal 
employment. 

***** 

To  accomplish  the  second  purpose  of  the  title 
immediate  protection  is  provided  seamen  whose 
employment  could  not  have  been  covered  by 
State  laws  because  they  were  employed  on  be- 
half of  the  United  States  by  general  agents  of 
the  War  Shipping  Administrator.  This  pro- 
tection in  no  event  would  extend  beyond  June 
30,  1949. 

The  bill  provides  in  general  that  these  seamen 
shall  receive  the  same  benefits  as  would  have 
been  payable  had  their  Federal  maritime  em- 
ployment been  imder  the  State  unemployment 
compensation  law.     *     *     * 

***** 

The  committee  recognizes  that  because  of  the 
fact  that  the  great  bulk  of  maritime  work  has 
been  carried  on  by  employees  of  the  Federal 
Government  since  the  beginning  of  the  war  the 
mere  coverage  of  private  maritime  employment 
under  the  laws  of  the  several  States  will  not 
afford  full  protection  for  most  maritime  work- 
ers for  whatever  unemployment  may  occur  in 
the  next  2  or  3  years.  The  bill  therefore  au- 
thorizes the  Federal  Security  Administrator  to 
make  arrangements  with  the  States  under  the 
terms  of  which  the  States  would  extend  credit 
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for  Federal  maritime  wages  in  calculating  bene- 
fits under  their  own  State  laws.  The  bill  fur- 
ther provides  that  the  Federal  Government  will 
reimburse  the  States  for  such  costs  as  are  in- 
curred in  the  jn'ocess  of  crediting  Federal  mari- 
time wages  and  paying  benefits  thereon,  which 
would  not  otherwise  have  been  incurred. 

See  also  House  Report  No.  2447,  79th  Cong.,  2d 
Sess.,  pp.  7-9;  Senate  Report  No.  1862,  79th  Cong., 
2d  Sess.,  pp.  5-6. 

The  materials  set  forth  above  serve  only  as  a 
partial  illustration  of  the  complex  nature  of  the 
vital  operation  in  which  the  War  Shipping  Admin- 
istration engaged  and  the  practical  solutions  which 
have  been  given  to  the  problems  which  that  Admin- 
istration faced  as  it  '**  *  *  actively  engaged  in 
operating  *  *  *  the  largest  merchant  marine  in 
the  world's  history.  *  *  *"  H.  Rep.  No.  107, 
78th  Cong.,  1st  sess.,  at  p.  12.  At  all  times  during 
this  operation,  the  legal  relationship  of  employer  and 
employee  between  the  United  States  and  civilian  sea- 
men of  this  class  has  been  specifically  maintained. 
At  no  time  has  any  action  ever  been  taken  by  either 
Congress  or  the  executive  branch  of  the  Government 
that  would  justify  the  conclusion  that  seamen  of  this 
class  are  employees  of  the  Government's  shoreside 
agents  such  as  defendant-appellees. 

3.  Appellant  Watson  makes  no  contention  that  he 
was  not  fully  aware  that  the  United  States  tvas  his 
employe}'  and  the  operator  of  the  "Mesa  Verde." — 
Watson's  contract  of  emj)loyment  was  the  shipping 
articles  (Rspt's  Exli.  A,  R.  19),  which  were  not  with 
Deconhil,  but  with  Captain  Rathbun,  the  Master  of 
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the  Mesa  Verde.  By  statute  they  were  required 
to  be  read  or  explained  to  the  crew  by  the  United 
States  Shipping  Commissioner  at  the  time  of  their 
execution  and  a  copy  was  required  to  be  posted  up 
so  as  to  be  visible  to  the  crew  at  all  times  (46  U.  S.  C 
565,  577).  Appellant  Watson  has  never  denied  that 
this  was  done  and  the  shipping  articles  disclose  that 
they  were  signed  by  Watson  and  others  with  Captain 
Rathbun  on  behalf  of  the  War  Shipping  Admin- 
istration as  "Operating  Company  on  This  Voyage" 
and  that  it  was  indicated  that  Deconhil  was  only 
the  agent  through  whose  offices  commimication  with 
the  United  States  in  matters  concerning  the  vessel 
might  be  had. 

Watson  was  thus  fully  informed  that  Deconhil  was 
not  operator  or  owner  pro  Jiac  vice  of  his  vessel.  It 
is  well  settled  that  whoever  are  the  operating  owners 
for  the  voyage  are  liable  on  account  of  wages,  main- 
tenance, improper  discharge  and  all  other  obligations 
due  the  seamen.  But  if  the  seaman  is  to  recover, 
he  must  establish  that  the  party  thus  sought  to  be 
held  liable  was  in  fact  the  operating  owner  and  not 
a  mere  agent  or  time  or  voyage  charterer,  nor  yet  a 
general  owner  who  has  parted  with  the  operation  and 
control  of  his  vessel  to  another  who  operates  it  as 
owner  pro  hac  vice.  Shilman  v.  United  States,  et  al., 
(2d  Cir.,  1947)  164  F.  2d  649,  cert.  den.  February  16, 
1948;  Everett  v.  United  States  Shipping  Board  (9th 
Cir.,  1922),  284  Fed.  203,  cert.  den.  261  U.  S.  615;  TJie 
Del  Norte  (9th  Cir.,  1902),  119  Fed.  118, 123;  The  John 
E.  Berwind  (2d  Cir.,  1932),  56  F.  2d  13;  Baccarat  v. 
Andreiv  F.  MaJioneij  Co.  (N.  D.  Calif.),  1933  A.  M.  C. 
1652, 1656 ;  Cox  v.  Lykes  Bros.  (1924) ,  237  N.  Y.  376, 143 
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N.  E.  226,  229;  Eoherts  v.  United  States  Fleet  Corp, 
(1925) ,  240  N.  Y.  474, 477, 148  N.  E.  650, 651. 

The  action  of  the  court  below  in  holding  liable  an 
agent  which  merely  ''procured"  for  its  disclosed 
principal,  the  United  States,  the  master  and  crew 
which  the  Government  employed  to  manage  and  navi- 
gate the  vessel  is  not  only  mirealistic  in  fact  but 
contrary  to  the  express  provisions  of  the  statutes  and 
the  law  maritime.  As  the  court  observed  in  Hughes 
v.  Southern  Pacific  Co.,  (S.  D.  N.  Y.,  1918)  274  Fed. 
876— 

Shipping  Articles  constitute  a  contract  exe- 
cuted by  and  between  the  master  of  a  vessel 
as  agent  for  the  o^^^lers,  and  each  member  of 
the  crew  shipped  before  a  United  States  Ship- 
ping Commissioner.  The  master  virtute  officii 
employs  and  discharges  the  seamen. 

No  basis  exists  for  attempting  to  hold  an  agent  for  a 
disclosed  principal  when  the  agent  is  confined  to  shore- 
side  duties. 

We  submit,  therefore,  that  there  is  no  factual  basis 
to  be  fomid  in  the  method  of  operation  of  the  Mesa 
Verde  which  can  justify  the  decision  of  the  court 
below  and  this  Court  should  order  the  dismissal  of 
the  libel. 

II 

The  Supreme  Court's  decisions  in  Caldarola  v.  Eckert  and 
Denton  v.  Yazoo  Railroad  require  dismissal  of  appellant's 
libel 

1.  Caldarola  v.  Eckert  establishes  that  appellee 
Beconhil  was  not  the  operator  or  owner  pro  hac  vice 
of  the  Government's  vessels,  hut  that  the  operation 
of  the  vessels  was  exclusively  the  work  of  the  United 
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States. — Prior  to  the  Supreme  Court's  decision  in 
Caldarola,  some  confusion  existed.  It  was  first 
thought  that  because  the  plaintiff  in  the  Hust  case 
had  been  allowed  to  recover  from  the  agent,  the 
Supreme  Court  meant  to  hold  the  agents  to  be  the 
operators  or  owners  pro  ha.c  vice  of  the  Government's 
vessels.  Indeed  there  were  those  who  pointed  out 
that  not  only  had  Justice  Douglas  and  Black  held  in 
their  opinion  that  the  agent  had  been  given  possession 
of  the  vessel  and  was  owner  pro  hac  vice  (328  U.  S. 
at  735,  738),  but  that  Justices  Rutledge  and  Murphy 
in  their  opinion  had  consistently  referred  to  the  agent 
as  the  operator  of  the  vessel  (328  U.  S.  at  717,  718, 
720,  721,  724,  727,  730,  732)  which  would  come  to  sub- 
stantially the  same  thing.  It  was  common  knowledge 
that  the  GAA-4-4-42  agreement  was  not  intended  to 
create  an  operating  agency  but  only  a,  husbanding 
agency,  and  had  been  uniformally  so  interpreted  by 
the  Congress  and  the  executive  branch  of  the  Govern- 
ment. But  until  Caldarola,  many  thought  that  Rust 
had  held  that,  despite  the  intention  of  Congress  and 
the  executive,  the  Supreme  Court  had  determined  to 
read  the  contract  as  an  operating  agreement  making 
the  agent  the  owner  pro  hac  vice  or  operating  owner 
for  the  voyage.  See  e.  g.,  Militano  v.  United  States 
(2d  Cir.,  1946),  156  F.  2d  599,  602. 

In  Caldarola,  the  Supreme  Court  dispelled  this 
confusion.  The  Court  confirmed  that  Hust  had 
settled  only  that  a  maritime  worker  might  maintain  the 
statutory  Jones  Act  suit  against  one  acting  for  the 
vessel  even  though  not  his  employer  in  the  common 
law  sense;  not  that  he  might  recover  in  such  a  suit 
for  the  negligence  of  those  for  whom  the  party  sued 
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was  not  subject  to  vicarious  liability  (see  Gaidar ola, 
332  U.  S.  at  159;  Bust,  328  U.  S.  at  724).  But  Cal- 
darola  also  established  that  the  agent  is  not  operator 
or  owner  pro  hac  vice  of  the  Government 's  vessels,  but 
is  only  a  shoreside  agent  or  ship's  husband  and  as 
such  is  fully  liable  for  the  faults  and  negligence  of 
its  own  officers,  agents  and  employees,  but  not  for 
those  of  the  vessel  or  its  operating  owner,  the  United 
States, 

Analysis  of  the  Court's  opinion  makes  this  clear. 
In  Caldarola  v.  Eckert,  (1947)  332  U.  S.  155,  Calda- 
rola,  a  longshoreman  employed  by  the  Government's 
stevedore  contractor,  was  injured  aboard  a  War 
Shipping  Administration  vessel.  He  brought  suit  in 
the  state  court  against  Eckert  who  was  general  agent 
for  the  vessel  under  the  standard  form  GAA  4-4—42 
agreement.  Caldarola  claimed  his  injury  was  caused 
by  a  defective  boom  and  that  the  agent  was  liable 
for  failing  to  maintain  the  vessel  in  sound  condition. 
The  New  York  Court  of  Appeals  affirmed  a  decision 
of  the  Appellate  Division  which  set  aside  a  verdict 
for  the  longshoreman.  The  Appellate  Division  had 
held  that  nothing  in  the  agency  arrangements  made 
the  agent  any  more  than  managers  of  certain  aspects 
of  the  ship's  ''business"  and  that  the  agent  was  not 
operator  of  the  ship  nor  responsible  as  such  (1946  A. 
M.  C.  628,  270  App.  Div.  563,  566.)  The  Court  of 
Appeals  held  the  agent  was  not  the  owner  pro  hac  vice 
or  operator  of  the  Government's  vessel  (295  N.  Y. 
463,  68  N.  E.  2d  444).  The  Supreme  Court  granted 
certiorari  to  resolve  an  alleged  conflict  with  the  Hust 
case  (332  U.  S.  at  157).     It  affirmed  the  decision  of 
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the  New  York  Court.  The  Court's  opinion  said,  ''No 
doubt  the  petitioner  could  have  sued  the  United  States 
in  Admiralty.  Section  2  of  the  Suits  in  Admiralty- 
Act,  41  Stat.  525,  46  U.  S.  C.  742.  He  chose  not  to 
do  so.  Presumably  to  obtain  the  benefit  of  trial  by 
jury,  he  asked  relief  from  New  York"  (p.  157). 
"After  all,  the  question  is  not  whether  petitioner  may 
be  compensated  for  his  injury.  Congress  has  made 
provision  for  that.  Petitioner  insists,  in  order  to 
enable  him  to  sue  in  the  courts  of  New  York,  that 
the  agents  are  to  be  deemed,  as  a  matter  of  federal 
law,  owners  of  the  vessel  pro  hac  vice''  (p.  159). 

Overruling  the  dissents  of  the  same  four  judges 
responsible  for  Hust,  the  other  five  judges  unani- 
mously rejected,  as  not  required  by  its  previous  deci- 
sions, the  construction  of  the  agency  agreenient  now 
relied  on  by  Watson.  The  Hust  case  was  declared  by 
the  majority  opinion  (332  U.  S.  at  159)  as  meaning 
no  more  than  that  "under  the  agency  contract  the 
agent  was  the  'employer'  of  an  injured  seaman  as  that 
term  is  used  in  the  Jones  Act,  and  a  seaman  could 
therefore  bring  the  statutory  action  against  such  an 
'employer.'  "  (332  U.  S.  at  159.)  Recovery  is  thus 
possible  wherever  plaintiff  has  suffered  any  injury 
resulting  "from  the  negligence  of  any  of  the  officers, 
agents  or  employees"  of  such  an  "employer"  (see  45 
U.  S.  C.  51,  46  U.  S.  C.  688).  But  continued  the 
opinion,  "The  Court  did  not  hold  that  the  agency  con- 
tract made  the  agent  for  all  practical  purposes  the 
owner  of  the  vessel.  It  did  not  hold  that  it  imposed 
upon  him  as  a  matter  of  federal  law,  duties  of  care 
to  third  persons"  (p.  159).     And  the  court  made  no 
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distinction  between  third  persons  who  were  seamen 
and  those  who,  as  Caldarola,  were  longshoremen.  The 
Brady  case  M^as  ''likewise  remote  from  the  issues 
decisive  of  this  case.  It  merely  held  that  the  Suits 
in  Admiralty  Act,  by  furnishing  an  in  personam 
remedy  against  the  United  States,  did  not  free  the 
agent  from  liability  for  his  own  torts"  (p.  160). 
Thus  it  appears  that  in  the  unaninious  view  of  the 
five  judges  both  Brady  and  Hust  have  nothing  to  do 
with  the  question  of  what  circumstances  justify  im- 
posing liability  on  a  Government  agent  in  favor  of 
seamen,  passengers,  longshoremen  or  other  third 
persons.  They  establish  only  that  there  is  no  impedi- 
ment to  maintaining  suit. 

Caldarola  has  thus  established  that  the  existence 
of  the  right  of  a  seaman  or  other  third  party  to  sue 
the  agent,  whether  under  the  Jones  Act  or  the  general 
maritime  law  and  whether  for  tort  or  contract,  does 
not  impose  liahility  on  the  agent  in  situations  where 
the  law  of  prmcipal  and  agent  and  of  respondeat 
superior  does  not  impute  to  the  general  agent  liabil- 
ity for  the  acts  and  neglects  of  the  United  States 
and  those  who  are  acting  only  as  its  servants  or 
agents.  Thus  in  the  case  at  bar,  appellee  Deconhil 
was  not  the  owner  pro  hac  vice  or  operator  of 
the  Government's  vessels.  Accordingly,  their  opera- 
tion was  not  the  work  of  Deconhil  and  it  was  not 
liable  for  the  fault  and  negligence  of  the  master  and 
crew  which  resulted  in  Watson's  injury.  The  latter 's 
unquestionable  right  to  maintain  the  present  suits 
does  not  carry  with  it  an  automatic  right  to  recover 
for  the  negligence  of  the  master  and  crew.     Recovery 
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requires  that  Watson  prove  that  Deconhil  breached 
a  duty  which  it  owed  to  him.  This  he  failed  to  do. 
Instead  he  has  proven  only  that  his  injuries  resulted 
from  the  negligence  of  the  crew  of  the  vessel.  But 
the  crew  were  the  agents  and  servants  of  the  opera- 
tor of  the  ship,  which  the  Supreme  Court  has  settled 
in  Caldarola  is  the  United  States  and  not  Deconhil, 
the  Government's  agents  for  the  management  of 
certain  aspects  of  the  vessel's  shoreside  business. 

2.  Denton  v.  Yazoo  Railroad  estahlisJies  that  liabil- 
ity cannot  he  ifnposed  on  Deconhil  for  the  negligence 
of  the  master  and  crew  in  doing  tvork  which  was 
exclusively  that  of  the  United  States. — Since  it  is 
settled  that  the  United  States,  not  appellee  Deconliil, 
was  operating  the  vessel,  the  work  of  the  vessel  in  the 
course  of  which  appellant  Watson  was  injured  was  ex- 
clusively the  work  of  the  United  States.  Under  the 
name  of  the  loaned  servant  rule,  it  is  familiar  that  even 
one  in  the  general  service  of  an  employer  who  is  loaned 
to  another  for  a  particular  employment  is  dealt  with 
by  the  law  as  the  servant  of  the  latter  with  respect  to  any- 
thing occurring  in  doing  the  work  of  such  an  employer 
pro  hac  vice.  In  the  often  quoted  case  of  Standard  Oil 
Co.  V.  Anderson,  1909)  212  U.  S.  215,  the  Court  pointed 
out  that  the  master  is  answerable  for  the  wrongs 
of  his  servant,  not  because  he  has  authorized  them 
nor  because  the  servant  in  his  negligent  conduct 
represents  the  master.  Liability  is  imposed  because 
the  servant  was  conducting  the  master's  affairs,  and 
the  master  is  bound  to  see  that  his  affairs  are  so 
conducted  that  others  are  not  injured  (212  U.  S.,  at 
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221).  But,  the  opinion  continues,  "The  master's 
responsibility  cannot  be  extended  beyond  the  limits 
of  the  master's  work.  If  the  servant  is  doing  his 
own  work  or  that  of  some  other,  the  master  is  not 
answerable  for  his  negligence  in  the  performance  of 
it"  (pi.  221).  ''To  determine  whether  a  given  case 
falls  within  the  one  class  or  the  other  we  must  in- 
quire whose  is  the  work  being  performed,  a  question 
which  is  usually  answered  by  ascertaining  who  has 
the  jDOwer  to  control  and  direct  the  servants  in  the 
performance  of  their  work"   (pp.  221-222^. 

This  rule  has  always  been  held  applicable  to  the 
general  employees  of  a  private  employer  loaned  to  do 
work  of  the  United  States.  In  such  cases  it  is  held 
that,  although  employed  and  paid  by  their  private 
employer,  the  employees  while  doing  the  work  of  the 
United  States  are  the  servants  of  the  United  States 
and  the  Government  alone  and  not  the  private  em- 
ployer is  liable  for  their  negligence.  The  leading 
case  of  Denton  v.  Yazoo  d  M.  Y.  R.  R.  Co.  (1932), 
284  U.  S.  305,  settles  that  the  private  general  em- 
ployer is  not  liable.  There,  suit  for  injuries  was 
brought  in  the  state  court  against  the  railroad  and 
others  by  Denton,  a  United  States  mail  clerk.  Den- 
ton claimed  that  Hmiter,  a  porter  employed  and  paid 
by  the  railroad,  while  engaged  in  loading  United 
States  mail  into  a  mail  car,  under  the  direction  of  a 
United  States  postal  transfer  clerk,  had  negligently 
injured  him.  It  was  found  that  as  to  the  work  in 
question,  the  porter  was  not  under  the  direction  or 
control  of  the  railroad.  The  applicable  regulations 
and  contract  between  the  railroad  and  the  United 
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States  required  the  railroad  to  "furnish  the  men  nec- 
essary to  handle  the  mails,  to  load  them  into  and 
receive  them  from  the  doors  of  railway  post  office 
cars,  and  to  load  and  pile  the  mails  in  and  unload 
them  from  storage  and  baggage  cars  under  the  di- 
rection of  the  transfer  clerk,  or  clerk  in  charge  of 
the  car"  (284  U.  S.  at  307).  Pursuant  to  a  jury  ver- 
dict, judgment  was  entered  for  Denton  against  the 
railroad  and  all  other  defendants.  On  appeal  the  Su- 
preme Court  of  Mississippi  reversed  as  to  the  rail- 
road. It  held  the  railroad  was  not  liable  to  Denton 
because  the  work  Hunter  was  doing  at  the  time  of 
his  negligence  was  not  that  of  his  general  employer, 
the  railroad,  but  that  of  his  employer  pro  hac  vice,  the 
United  States.  His  negligence  was  therefore  not  im- 
puted to  the  railroad.  The  Supreme  Court  of  the 
United  States  affirmed.  The  opinion  said  (284  U.  S. 
at  308-309)  : 

Whether  the  railroad  companies  may  be  held 
liable  for  Hunter's  act  depends  not  upon  the 
fact  that  he  was  their  servant  generally,  but 
upon  whether  the  work  which  he  was  doing  at 
the  time  was  their  work  or  that  of  another,  a 
question  determined,  usually  at  least,  by  as- 
certaining under  whose  authority  and  com- 
mand the  work  was  being  done.  When  one 
person  puts  his  servant  at  the  disposal  and 
under  the  control  of  another  for  the  perform- 
ance of  a  particular  service  -for  the  latter,  the 
servant,  in  respect  of  his  acts  in  that  service, 
is  to  be  dealt  with  as  the  servant  of  the  latter 
and  not  of  the  former.  This  rule  is  elemen- 
tary and  finds  support  in  a  large  number  of  de- 
cisions, a  few  only  of  which  need  be  cited.    In 
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Standard  Oil  Co.  v.  Anderson,  212  U.  S.  215, 
220-225,  this  court  said: 

''The  servant  himself  is,  of  course,  liable  for 
the  consequences  of  his  own  carelessness.  But 
when,  as  is  so  frequently  the  case,  an  attempt 
is  made  to  impose  upon  the  master  the  liability 
for  those  consequences,  it  sometimes  becomes 
necessary  to  inquire  who  was  the  master  at 
the  very  time  of  the  negligent  act  or  omission. 
One  may  be  in  the  general  service  of  another, 
and,  nevertheless,  with  respect  to  particular 
work,  may  be  transferred,  with  his  owai  consent 
or  acquiescence,  to  the  service  of  a  third  per- 
son, so  that  he  becomes  the  servant  of  that 
person  with  all  the  legal  consequences  of  the 
new  relation. 

***** 

''To  determine  whether  a  given  case  falls 
within  the  one  class  or  the  other  we  must  in- 
quire whose  is  the  work  being  performed,  a 
question  which  is  usually  answered  by  ascer- 
taining who  has  the  power  to  control  and  di- 
rect the  servants  in  the  performance  of  their 
work.  Here  we  must  carefully  distinguish  be- 
tween authoritative  direction  and  control,  and 
mere  suggestion  as  to  details  or  the  necessary 
cooperation,  where  the  work  furnished  is  part 
of  a  larger  undertaking. 

***** 

"In  many  of  the  cases  the  power  of  substitu- 
tion or  discharge,  the  payment  of  wages  and 
other  circumstances  bearing  upon  the  relation 
are  dwelt  upon.  They,  however,  are  not  the 
ultimate  facts,  but  only  those  more  or  less  use- 
ful in  determining  whose  is  the  work  and  whose 
is  the  power  of  control." 
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So  every  similar  attempt  to  recover  from  private  com- 
panies for  the  negligence  of  their  employees  in  the 
course  of  doing  the  work  of  the  United  States  has 
been  rejected.  See  Norfolk  d;  W.  By.  Co.  v.  Hall 
(4th  Cir.,  1932),  57  F.  2d  1004,  1008;  McLmnh  v.  Du- 
Pont  (4th  Cir.,  1935),  79  F.  2d  966;  and  cf.  Hardy  v. 
Shedden  Co.  (6th  Cir.,  1897),  78  Fed.  610,  613;  Byrne 
v.  Kansas  City,  Ft.  S.  &  M.  RR.  Co.  (6th  Cir.,  1894), 
61  Fed.  605. 

That  rule  is  controlling  here.  It  is  thus  established 
that  it  is  immaterial  whether  the  general  agent,  is  held 
to  be  general  employer  of  the  master  and  crew  of  the 
Government's  vessel  or  only  "employer"  within  the 
technical  meaning  of  the  Jones  Act  for  the  purpose  of 
enabling  injured  seamen  to  bring  the  statutory  action 
against  such  an  "employer."  In  neither  event  is  any 
general  agent  liable  for  the  negligence  of  the  master 
and  crew  in  the  navigation  and  management  of  the 
Government's  vessels.  That  Article  3 A  (d)  of  the 
agency  agreement  makes  the  master  exclusively  "an 
agent  and  employee  of  the  United  States"  with  re- 
spect to  "the  navigation  and  management  of  the  ves- 
sel" renders  it  clear  beyond  all  question  that  de- 
fendant-appellants here,  like  the  railroad  in  Denton's 
case,  are  not  subject  to  vicarious  liability  for  the  acts 
of  the  master  and  crew.  As  the  Supreme  Court  said 
in  Sun  Oil  Co.  v.  Dalzell  Towing  Co.  (1932),  287  U.  S. 
291,  of  a  libelant's  similar  attempt  to  extend  the  re- 
sponsibility of  the  general  employer  (pp.  294-295)  : 
"Respondent's  responsibility  is  not  to  be  extended  be- 
yond the  service  that  it  undertook  to  perform.  It  did 
not  furnish  pilotage.    The  provision  that  its  tug  cap- 
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tains  while  upon  the  assisted  ship  would  be  the  ser- 
vants of  her  owner  is  an  application  of  the  well- 
established  rule  that  when  one  puts  his  employee  at 
the  disposal  and  under  the  direction  of  another  for 
the  performance  of  service  for  the  latter,  such  em- 
ployee while  so  engaged  acts  directly  for  and  is  to  be 
deemed  the  employee  of  the  latter  and  not  of  the 
former." 

The  agent  is  not  the  owner  pro  hac  vice  or  operator 
of  the  vessel.  That  is  the  work  of  the  United  States 
and  it  alone  is  liable.  So  in  the  circumstances  here 
involved,  the  work  of  the  master  and  crew  was 
not  the  work  of  appellee  Deconhil,  but  of  the  vessel's 
operator,  the  United  States.  Appellant  Watson's  un- 
doubted right  to  maintain  the  present  suits  against 
Deconhil  does  not  justify  his  recovering  in  the  absence 
of  proof  that  those  who  negligently  injured  him  were 
doing  the  latter 's  work.  This  he  has  not  proven. 
Instead  he  has  proved  that  he  was  injured  as  a 
result  of  negligence  of  the  master  and  crew  who 
were  doing  the  work  of  the  operator  of  the  ship 
which  the  Supreme  Court  in  Caldarola  held  was  the 
United  States,  not  the  agent.  Accordingly  the  suit 
against  appellee  Deconhil  is  without  legal  foundation 
and  should  be  dismissed. 

3.  The  dismissal  of  appellant  Watso7is  suit  com- 
pelled hy  the  Caldarola  and  Denton  decisions  is 
equally  required  hy  the  Brady  and  Hust  cases. — 
Nothing  in  the  cases  of  Brady  or  Hust  prevents  the 
operation  of  the  rule  established  by  the  Caldarola  and 
Benton  decisions  which  require  that  appellant  Wat- 
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son's  suit  be  dismissed.  As  explained  by  the  five 
judges  in  Caldarola,  the  cases  of  Brady  and  Hust 
hold  only  that  an  injured  third  party  may  freely 
bring  his  action  against  the  general  agent  under  either 
the  general  maritime  law  or  the  Jones  Act  as  he  may 
deem  appropriate.  The  explanation  in  the  Caldarola 
opinion  makes  it  plain  that  the  status  of  the  agent 
as  ''employer"  extends  no  further  than  its  technical 
application  in  making  the  statutory  remedy  of  the 
Jones  Act  available  against  the  agent  for  "negligence 
of  any  of  the  officers,  agents  or  employees"  of  the 
agent  itself.  It  does  not  make  the  agent  vicariously 
liable  for  the  negligence  of  those  who  at  the  significant 
moment  are  the  agents  and  servants  of  the  United 
States  as  operating  owner  of  the  vessel. 

Brady  and  Hust  did  not  alter  the  fundamental 
legal  relationships  of  the  parties  so  as  to  make  the 
agent  the  master  or  employer  of  the  officers  and  crew 
for  purposes  of  ultimate  control  within  the  respondeat 
superior  rule  (see  Hust,  328  U.  S.  at  723)  nor  within 
the  rule  of  ownership  pro  hac  vice  (see  Caldarola, 
332  U.  S.  at  159),  Thus  in  distinguishing  Brady  and 
Hust,  the  Supreme  Court  said  in  Caldarola  (332  IT.  S. 
at  159)  : 

Hust  V.  Moore-McC ormack  Lines,  supra,  arose 
under  the  Jones  Act.  (Act  of  March  4, 1915,  38 
Stat.  1185,  as  amended  Jmie  5,  1920,  41  Stat. 
1007) .  We  there  held  that  under  the  agency  con- 
tract the  agent  was  the  ''employer"  of  an  injured 
seaman  as  that  term  is  used  in  the  Jones  Act, 
and  a  seaman  could  therefore  bring  the  statu- 
tory action  against  such  an  "employer."     The 
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Court  did  not  hold  that  the  agency  contract 
made  the  agent  for  all  practical  purposes  the 
owner  of  the  vessel.  It  did  not  hold  that  it  im- 
posed upon  him,  as  a  matter  of  federal  law, 
duties  of  care  to  third  persons,  *  *  *  Brady 
V.  Roosevelt  Steamship  Co.,  317  U.  S.  575,  is 
likewise  remote  from  the  issues  decisive  of  this 
case.  It  merely  held  that  the  Suits  in  Admi- 
ralty Act,  by  furnishing  an  in  personam  remedy 
against  the  United  States,  did  not  free  the 
agent  from  liability  for  his  own  torts.  The 
Brady  case  did  not  reach  the  "different  ques- 
tion" whether  *'a  cause  of  action"  against  the 
agent  had  been  established.  317  U.  S.  at  585. 
[Italics  supplied.] 

Analysis  of  the  decisions  themselves  shows  that  no 
new  liabilitj^  was  intended  to  be  imposed.  Brady  v. 
Roosevelt  (1943),  317  U.  S.  575,  only  established  that 
the  status  of  government  agent  does  not  exempt  the 
agent  from  suit.  Brady's  case  did  not  arise  under  a 
general  agency  agreement  like  that  here  involved,  but 
imder  a  special  interim  form  of  operating  agreement 
(see  letter  of  General  Counsel,  U.  S.  Maritime  Com- 
mission, Appendix,  ififra,  pp.  A-6,  A-15  et  seq.).  This 
special  Roosevelt  agreement  was  specifically  intended  to 
make  the  agent  o\Mier  pro  hac  vice  or  operating  owTier  of 
the  vessels  during  the  time  they  were  allocated  to  it, 
just  as  does  a  bareboat  charter.  The  special  operating 
agreement  provided  that  the  agent  was  "to  manage, 
operate,  and  conduct  the  business  of  the  line"  and 
stated  that  the  vessels  were  delivered  "for  manage- 
ment and  operatio7i"  and  that  the  agent  undertook  to 
"man,  equip,  victual,  supply  and  operate  the  vessels.'* 
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The  Government  reserved  the  right  to  survey  at  any 
tune  ''the  vessels  operated  ly  the  managing  ageyit 
hereunder." 

But  despite  this  language  which  clearly  made 
Roosevelt  the  operating  owner  or  owner  pro  hac  vice, 
the  Supreme  Court  was  urged  in  the  Brady  case  to 
hold  that  by  reason  of  the  Suits  in  Admiralty  Act  and 
Roosevelt's  status  as  a  government  agent,  it  was  im- 
munized against  all  liability  for  even  its  own  personal 
faults.  The  Court  emphatically  rejected  this  view. 
The  Court  expressly  recognized  that  the  special  oper- 
ating agreement  made  Roosevelt  operator  or  owner 
pro  hac  vice  of  the  vessel.  The  opinion  said,  ''S.  S. 
Unicoi  was  a  vessel  owned  by  the  United  States  Mari- 
time Commission  and  operated  for  it  hy  respondent." 
(317  U.  S.  at  p.  576.)  "The  sole  question  here  is 
whether  the  Suits  in  Admiralty  Act  makes  private 
operators  such  as  respondent  nonsuable  for  their 
torts"  (p.  577). 

The  question  thus  posed  the  Court  answered  with 
an  emphatic  negative.  ''The  liability  of  an  agent  for 
his  own  negligence  has  long  been  imbedded  in  the 
law  *  *  *  the  principle  is  an  ancient  one  and 
applies  even  to  certain  acts  of  public  officers  or  public 
instrumentalities"  (p.  580).  "But  it  is  a  non  se- 
quitiir  to  say  that  because  the  [Suits  in  Admiralty] 
Act  *  *  *  restricts  the  remedies  against  the 
United  States  and  its  wholly  owned  corporations,  it 
must  be  presumed  to  have  abolished  all  right  to  pro- 
ceed against  all  other  parties"  (p.  582).  "The  ques- 
tion is  not  whether  the  Commission  had  authority  to 
delegate  to  respondent  responsibilities  for  managing 
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and  operating  the  vessel  as  its  agent.  It  is  whether 
respondent  can  escape  liability  for  a  negligent  exer- 
cise of  that  delegated  power  if  we  assume  that  by  con- 
tract it  will  be  exonerated  or  indemnified  for  any 
damages  it  must  pay"  (pp.  583-584).  "We  hold  that 
the  Suits  in  Admiralty  Act  did  not  deprive  petitioner 
of  the  right  to  sue  respondent  for  damages  for  his 
maritime  tort.  Whether  a  cause  of  action  against  re- 
spondent has  been  established  is,  of  course,  a  different 
question"  (pp.  584-585). 

And  so  in  the  case  at  bar  the  circumstance  that 
there  is  no  impediment  to  plaintiff-appellants  main- 
taining these  suits  against  defendant-appellees  does  not 
establish  that  they  have  a  right  of  recovery.  But  in- 
stead we  are  presented  with  the  "different  question" 
of  whether  plaintiff-appellants  have  a  cause  of  action 
and  can  establish  that  defendant-appellees,  rather 
than  the  United  States,  are  the  operators  or  owners 
pro  hac  vice  of  the  vessels  so  as  to  be  liable 
for  negligence  of  the  master  and  crew.  We  submit 
that  we  have  shown  that  plaintiff-appellants  have  no 
such  causes  of  action  and  must  fail  in  these  suits. 

Nor  is  there  any  indication  in  Eust  v.  Moore- 
McCormack  (1946),  328  U.  S.  707,  that  the  agent 
was  to  be  held  liable  for  those  who  were  not  its 
agents  and  servants  because  it  was  not  operating  the 
vessel.  Hust  only  establishes  that  seamen  have  the 
right  to  Jones  Act  remedies  against  the  agents  who 
"procure"  them  for  engagement  by  the  masters  of 
government  vessels.  It  does  not  establish  any  right 
to  recover  either  damages  under  the  Jones  Act  or 
wages,  maintenance,  and  cure  under  the  general  man- 
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time  law  from  one  who  is  not  fomid  to  be  operating 
the  ship. 

Hust's  case  arose  under  the  standard  form  agency 
agreement  GAA  4-4-42  here  involved.  But  it  came 
to  the  Court  on  a  record  in  which  it  had  been  ex- 
pressly admitted  by  Moore-McCormack's  answer  to 
the  complaint  that  Moore-McCormack  were  opera- 
tors of  the  vessel.®  It  would  seem  that  the  four- judge 
majority  opinion  of  Justice  Rutledge  accepted  this 
admission  as  controlling,  for  without  any  considera- 
tion of  the  evidence  on  the  point  the  opinion  con- 
sistently refers  to  the  agent  as  the  operator  of  the 
vessel  (228  U.  S.  at  717,  718,  720,  721,  724,  727,  730, 
732) .  These  four  judges,  who  later  dissented  when  the 
other  five  held  in  Caldarola  that  the  agent  is  not  the 
operator,  in  Hust  held  that  in  the  circumstances  shown 
by  that  record  a  seaman  procured  by  such  a  general 
agent  for  service  as  a  member  of  the  crew  of  such  a 
vessel  may  sue  the  agent  as  his  employer  within  the 
technical  meaning  of  the  Jones  Act. 

The  four- judge  majority  did  not  decide  whether 
in  the  circumstances  the  master  and  crew  of  the 
vessel  were  so  subject  to  the  control  of  the  agent 
that  the  latter  was  responsible  for  their  acts  under 
the  rule  of  respondeat  superior  or  otherwise  and  in- 
deed the  implication  is  that  the  agent  is  not  (see 
328  U.   S.  at  724).     To  do  so,  it  would  have  been 

« U.  S.  Sup.  Ct.,  Oct.  Term  1945,  No.  625,  R6,  Parafjraph  I : 
"Admits  that  at  the  time  of  the  accident  alleged  it  was  operating 
the  Liberty  Ship  S.  S.  Mark  Flanna  for  and  on  behalf  of  the  United 
States  of  America,  represented  by  the  "War  Shipping  Administra- 
tion under  a  written  agency  agreement  prescribing  and  limiting 
the  duties,  authority  and  functions  of  this  defendant." 
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necessary  for  the  four  to  overrule  Denton  v,  Yazoo 
Railroad.  However,  in  line  with  the  admission  of 
the  answer  the  majority  opinion  of  Justice  Rutledge, 
concurred  in  by  Justice  Murphy,  throughout  called 
Moore-McCormack  an  "operating  agent"  and  stated 
the  facts  as  if  it  were  a  case  of  the  negligent  failure 
of  Moore-McCormack  to  supply  the  seamen  a  safe 
place  to  work:  "The  electric  bulb  lighting  the  locker 
room  had  burned  out  and  the  room  was  dark.  While 
crossing  it  to  get  the  line,  Hust  fell  through  an  un- 
guarded hatch  about  twelve  feet  to  the  third  deck" 
(328  U.  S.  at  712).  Wliile  it  is  not  clear  in  what 
the  Court  thought  the  negligence  to  consist,  there 
was,  of  course,  no  need  to  specify  if  Moore-McCor- 
mack was  "operating  agent"  and  therefore  operator 
of  the  vessel.  (Compare  other  cases  where  conces- 
sions in  the  record  that  the  agent  was  operating  the 
vessel  were  treated  as  establishing  liability  of  the 
agent  as  operating  owner  are  Carrol  v.  United  States 
(2d  Cir.,  1943),  133  F.  2d  690;  U.  S.  Fleet  Corp.  v. 
Greenwald  (2d  Cir.,  1927),  16  F.  2d  948,  951.  Con- 
trast where  no  such  concession  was  made  and  proof 
to  the  contrary  was  proffered,  Roberts  v.  U.  S.  Fleet 
Corp.,  240  N.  Y.  474, 477, 148  N.  E.  650, 651.) 

Thus  the  Rutledge  opinion  amiomiced,  "Specifi- 
cally, in  this  case  the  question  is  whether  petitioner 
Hust  retained  the  seaman's  usual  right  to  jury  trial 
in  a  suit  against  the  respondent,  pursuant  to  the 
provisions  of  the  Jones  Act,  for  personal  injuries 
incurred  in  the  course  of  his  employment  as  a  sea- 
man on  the  S.  S.  "Mark  Hamia"  (328  U.  S.  at  711). 
"The  Supreme  Court  of  Oregon  considered  that  the 
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controlling  question  was  whether  Hust  was  respond- 
ent's employee  when  the  injuries  were  incurred;  and 
that  'it  must  be  assumed  *  *  *  that  the  case  is 
governed  by  the  rule  of  the  common  law'  to  determine 
this  question  and  thus  the  outcome  of  the  case" 
(p.  713).  ''Hence,  applying  the  common  law  'con- 
trol' test,  the  court  came  to  its  conclusion  that  Hust 
was  not  respondent's  employee  as  that  relation  is 
contemplated  in  the  ones  Act"  (p.  714). 

This  view  the  Rutledge  opinion  rejected  so  far  as 
regards  the  definition  of  who  are  employees  entitled 
to  bring  suit  under  the  Jones  Act.  With  the  em- 
phasis supplied  by  us  to  the  significant  words,  the 
opinion  said,  "We  may  accept  the  Oregon  court's 
conclusion  that  teclmically  the  agreement  made  Hust 
an  employee  of  the  United  States  for  purposes  of  ulti- 
mate control  in  the  performance  of  his  work"  (p. 
723).  "But  it  does  not  follow  from  the  fact  that 
Hust  was  technically  the  Government's  employee  that 
he  lost  all  remedies  against  the  operating  'agent'  for 
such  injuries  as  he  incurred"  (p.  724).  "It  is  true 
these  [tests]  are  applied  in  the  normal  everyday  ap- 
plications of  the  Jones  Act.  But  in  those  situations 
this  is  done  to  determine  who  comes  within,  who 
without,  the  covered  class  in  the  Act's  normal  oj)era- 
tion,  not  to  exclude  that  class  entirely  or  in  large 
part"  (pp.  724-725).  "The  mere  fact  that  the  terms 
of  the  standard  agreement "  were  changed  to  omit  the 

®  Justice  Rutledge  was  in  error  in  regarding  the  special  interim 
operating  agreement  involved  in  the  Brady  case  as  a  standard  form. 
As  pointed  out  in  the  letter  from  the  General  Counsel,  U.  S. 
Maritime  Commission,  infra,  Appendix,  p.  A-6,  that  exceptional 
agreement  was  in  effect  with  only  four  companies. 
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provision  for  manning  the  ship  and  substitute  the 
jDrovisions  relating  to  employees  contained  in  the  gen- 
eral ser\dce  agreement  was  not,  in  these  circumstances, 
enough  to  deprive  seamen  of  that  remedy"  (pp.  730- 
731). 

For  reasons  not  susceptible  of  precise  analysis  the 
Rutledge  opinion  concluded  that  suit  under  the  Jones 
Act  was  available  to  plaintiff  and  the  cause  was  re- 
manded for  further  proceedings  (328  U.  S.  at  734), 
but  settlement  was  subsequently  authorized  by  the 
United  States  without  further  procedings  lacing  had 
with  resi)ect  to  the  question  of  liability  as  opposed  to  sua- 
bility. Two  of  the  four  majority  judges  (Douglas  and 
Black,  JJ.)  filed  a  separate  concurring  opinion  ex- 
pressing the  view  that  although  there  was  no  demise  the 
"private  operator"  had  possession  and  sufficient  control 
to  be  deemed  owner  i^ro  kac  vice  (328  U.  S.  at  735, 
736,  738).  The  three  dissenting  judges  (Reed,  Frank- 
furter, and  Burton,  JJ.)  rejected  this  extension  of 
the  Jones  Act  and  also  denied  that  the  agent  was 
owner  pro  kac  vice  in  possession  and  control  (328 
U.  S.  at  738).  In  Caldarola  v.  Eckeri,  (1947)  332 
U.  S.  155,  this  minority  of  three,  with  the  addition 
of  Vinson,  C.  J.,  and  Jackson,  J.,  became  a  majority 
of  five  and  formally  rejected  the  view  that  the  agent 
was  owner  pro  hac  vice  or  operator  of  tlie  Govern- 
ment's vessels.  The  law  is  now  established  to  that 
effect  which  accords  with  the  law  maritime  as  under- 
stood prior  to  Hust. 

We  submit,  therefore,  that  nowhere  in  Eust,  any 
more  than  in  Brady,  can  any  basis  be  found  for  con- 
cluding that  when  sued  under  the  rule  of  those  cases, 
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the  agent  can  be  held  liable  for  the  negligence  of  the 
master  and  crew  of  a  vessel  off  which  not  the  agent 
but  the  United  States  M^as  operating  owner  in  pos- 
session and  control. 

Ill 

The  Clarification  Act  does  not  operate  to  make  Deconhil  liable 
for  the  negligence  of  the  master  and  crew  of  the  Mesa  Verde 

1,  The  purpose  of  the  Clarification  Act  was  solely  to 
give  War  Shipping  Administration  seamen  the  bene- 
fits of  the  Jones  and  Social  Security  Acts  instead 
of  the  United  States  Employees'  Compensation  and 
Civil  Service  Retirement  Acts. — Neither  the  legislative 
history  nor  the  language  of  the  War  Shipping  Adminis- 
tration (Clarification)  Act  of  March  24, 1943  (50  Appx. 
U.  S.  C.  1291),  contains  the  slightest  suggestion  that 
Congress  intended  to  impose  liability  upon  the  Gov- 
ernment's shoreside  agents  for  acts  of  other  agents 
and  servants  of  the  United  States  engaged  in  the 
navigation  and  management  of  its  vessels. 

Never  in  the  course  of  the  extended  preparatory 
work  from  which  the  Clarification  Act  resulted  was 
there  the  slightest  suggestion  that  a  right  to  recover 
from  the  Government's  agents  for  the  acts  of  the 
master  and  members  of  the  crew  of  the  vessels  oper- 
ated by  the  Government  was  thought  to  exist  or  was 
intended  to  be  given.  The  sole  purpose  and  effect  of 
the  Act  was  to  alter  the  rights  of  WSA  seamen  vis-a- 
vis the  United  States.  The  civilian  seamen  employed 
by  the  War  Shipping  Administration  during  the  war- 
time expansion  were  not  career  employees  of  the  Gov- 
ernment like  most  of  those  of  the  Army  Transport 
Service.    Many  WSA  seamen  already  had  accounts 
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under  the  Social  Security  Act,  but  during  their  gov- 
ernment service  they  would  be  deprived  of  their  bene- 
fit. It  was  even  likely  that  their  Social  Security  ac- 
counts might  lapse  because  they  were  for  too  long  a 
time  engaged  in  the  "noncovered"  employment  of 
government  service.  Moreover,  their  right  to  sue 
the  United  States  mider  the  Jones  Act  as  their  em- 
ployer would  be  seriously  limited  by  the  Government's 
position  that  their  remedy  under  the  U.  S.  Employees' 
Compensation  Act  as  government  employees  is  ex- 
clusive and  bars  recovery  from  the  United  States  in 
any  type  of  suit.  See  Posey  v.  T.  V.  A.  (5th  Cir., 
1937),  93  F.  (2d)  726;  O'Neal  v.  United  States  (E.  D. 
N.  Y.,  1925),  11  F.  (2d)  869,  aff'd  iUd.,  11  F.  (2d)  871. 
Besides,  whenever  the  government  vessel  was  employed 
exclusively  as  a  public  vessel  and  not  as  a  merchant 
vessel,  jurisdiction  for  a  Jones  Act  suit  was  not  avail- 
able under  the  Suits  in  Admiralty  Act  but  had  to  be 
found  under  the  Public  Vessels  Act.  Yet,  until  re- 
cently there  was  serious  question  as  to  whether  suits 
for  personal  injuries  and  death  or  for  maintenance, 
cure,  and  wages  could  be  brought  under  the  Public 
Vessels  Act  at  all.  See  American  Stevedores  v.  Porello 
(1947),  330  U.  S.  446,  453,  458;  United  States  v. 
Loyola  (9th  Cir.,  1947),  161  F.  (2d)  126;  Jentry  v. 
United  States  (S.  D.  Calif.,  1947),  73  F.  Supp.  899, 
902. 

To  remedy  these  dil^cultieg  in  the  exercise  of  their 
Jones  Act  remedy  against  the  United  States  which  it 
was  feared  might  deter  civilian  seamen  from  shipping 
on  WSA  vessels,  the  War  Shipping  Administration 
took  action.    A  bill,  H.  R.  7424,  77th  Cong.,  2d  Sess., 
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which  eventually  became  the  Clarification  Act,  was  in- 
troduced and  hearings  were  held  by  the  House  Mer- 
chant Marine  and  Fisheries  Committee  on  September 
2,  1942.  These  proceedings  show  conclusively  that  no 
right  to  sue  the  Government's  agents  was  intended  to 
be  conferred  by  the  Clarification  Act.  At  the  hearings 
a  written  report  was  received  from  Admiral  E.  S. 
Land,  War  Shipping  Administrator,  which  stated  in 
part  (p.  8)  : 

Section  1  of  the  bill  provides  that  seamen  em- 
ployed by  or  on  behalf  of  the  War  Shipping 
Administration  would  have  those  rights,  bene- 
fits, and  inmmnities  to  which  they  would  be  en- 
titled if  employed  on  privately  owned  and  op- 
erated vessels,  and  that  they  would  not,  by 
virtue  of  their  status  as  Federal  employees,  be- 
come entitled  to  the  benefits  generally  provided 
for  such  employees.  The  benefits  to  private 
seamen  would  include  rights  with  respect  to 
claims  for  death,  injuries,  illness,  loss  of  effects, 
detention,  and  repatriation,  and  wages,  mainte- 
nance, and  cure,  and  old-age  pension  benefits. 
The  claims  would  be  enforceable  by  suit  against 
the  United  States  only  under  the  Suits  in 
Admiralty  Act.  This  section  would  expressly 
exclude  any  benefits  under  the  United  States 
Employees'  Compensation  Act  or  the  Civil 
Service  Retirement  Act. 

Testifying  orally  at  the  hearing  before  the  Committee, 
Admiral  Land  explained  in  greater  detail  (p.  14)  : 

As  private  employees,  seamen  are  entitled  to 
the  protection  of  the  old-age  benefit  provision 
of  the  Social  Security  system;  they  and  their 
dependents  may  recover  damages  for  injury  or 
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death  of  seamen  through  the  provisions  of  the 
Jones  Act,  they  are  protected  by  other  remedies 
and  they  have  certain  rights  with  respect  to 
allocation  of  wages.  When  the  same  seamen 
work  on  vessels  which  are  bareboated  or  owned 
by  the  War  Shipping  Administration  they  be- 
come Govermnent  employees  and  these  rights, 
which  union  labor  has  learned  to  j^rize  very 
highly,  either  cease  to  exist  or  are  substantially 
impaired.  In  exchange  for  such  lost  privileges, 
these  seamen  acquire  special  privileges  of  Gov- 
ermnent employees  such  as  right  to  compensa- 
tion for  injury  under  the  United  States  Com- 
pensation Act,  a  questionable  right  to  retire- 
ment benefits  and  other  rights  j^eculiar  to  Gov- 
ernment employees. 

*  *  *  it  seems  to  us  that  since  the  interval 
of  Government  operation  represents  but  a  tem- 
porary phase  of  the  history  of  the  merchant 
marine,  it  would  be  best  to  maintain  the  status 
of  seamen  as  private  employees  with  respect  to 
such  matters.  This  also  seems  to  be  the  desire 
of  the  interested  Government  agencies  as  well 
as  the  labor  unions  representing  seagoing  per- 
sonnel, and  should  have  the  effect  of  helping 
to  maintain  that  high  morale  amongst  the  per- 
somiel  which  is  essential  for  the  effective  dis- 
charge of  their  arduous  duties. 

Section  1  of  the  proposed  bill  would  solve  all 
these  difficulties  by  providing  that  seamen  em- 
ployed by  or  on  behalf  of  the  War  Shipping 
Administration  shall  have  the  rights,  benefits, 
and  immunities  to  which  they  would  be  entitled 
if  employed  on  privately  owned  and  operated 
vessels  with  resjDect  to  death  and  injury  claims, 
social-security  benefits,   allotments,   and  other 
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matters  covered  by  this  section.  Such  claims 
would  be  enforceable  by  suits  against  the 
United  States  under  the  Suits  in  Admiralty  Act 
and  the  War  Shipping  Administration  would 
be  authorized  to  make  payments  under  the 
social-security  program  to  the  same  extent  as 
a  private  employer  of  seamen. 

Samuel  J.  Hogan,  President,  National  Marine 
Engineers  Beneficial  Association,  explaining  the  views 
of  one  of  the  seamen's  unions,  testified  (i3.  27)  : 

Because  of  the  exigencies  of  the  war  pro- 
gram, certain  changes  have  taken  place  and 
we  find  ourselves  in  the  anomalous  position  of 
losing  social-security  benefits  while  engaged  in 
an  active  war  for  greater  security. 

With  the  beginning  of  the  national  emer- 
gency, the  Army  Transport  Service  took  over 
many  of  the  merchant  marine  ships  and  at  the 
same  time  discontinued  social-security  pay- 
ments on  the  theory  that  the  crew  had  become 
Government  employees,  and  were  hence 
exempted  from  the  provisions  of  the  act. 
Then  the  War  Shipping  Administration  in- 
creased the  number  of  ships  which  it  was  oper- 
ating, and  the  picture  became  even  more 
confused. 

Under  the  War  Shipping  Administration, 
ships  are  operated  on  two  bases,  the  time  char- 
ter and  the  bareboat  charter.  Under  the  time 
charter,  social-security  payments  are  continued 
as  heretofore  because  the  War  Shipping  Ad- 
ministration pays  the  agent;  but  in  the  case 
of  the  bareboat  charter,  no  social-security  de- 
ductions are  made  again  on  the  theory  that 
seamen  on  these   ships   are  employees   of  the 
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Government,  and  technically,  not  covered  by  the 
benefits  of  the  act.  The  unfairness  and  con- 
fusion this  creates  is  readily  apparent.  Sea- 
men transfer  from  one  boat  to  another.  On  one 
ship  they  may  be  allowed  to  make  social- 
security  payments;  on  the  next  voyage,  they 
may  not.  The  whole  purpose  of  the  social- 
security  program — giving  these  men  some  se- 
curity for  the  future — is  thus  completely  nulli- 
fied. Obviously,  the  fact  that  these  boats  are 
operating  under  varying  financial  arrangements 
between  the  War  Shipping  Administration  and 
the  operators,  is  not  a  valid  reason  for  denying 
to  these  men  benefits  given  to  them  under  the 
Social  Security  Act. 

It  is  clear  that  there  was  no  intention  to  grant  a 
new  right  to  recover  from  the  agent  for  liabilities 
otherwise  resting  exclusively  upon  the  United  States — 
which  would,  of  course,  have  entailed  the  right  to 
jury  trial  in  the  state  or  federal  courts.  Nor  was 
there  any  belief  that  recovery  might  be  had  against 
the  agent  for  the  faults  of  the  master  and  crew.  A 
serious  point  was  made  of  the  -fact  that  jury  trial 
would  not  be  permitted  against  the  United  States  by 
the  proposed  act.  A  matter  which  would  have  been 
of  no  consequence  if  recovery  might  be  had  from  the 
Government's  agents.  A  statement  submitted  by  Wil- 
liam L.  Standard  in  behalf  of  the  National  Maritime 
Union,  made  the  following  argument  (p.  31)  : 

*  *  *  If,  therefore,  H.  R.  7424,  in  exclud- 
ing merchant  seamen  from  the  benefits  of  the 
United  States  Employees'  Compensation  Act, 
afforded  to  merchant  seamen  employed  on  Gov- 
ernment vessels,  exactly  the  same  rights  now 
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enjoyed  by  them  as  employees  of  privately 
owned  vessels,  the  unions  would  naturally  have 
no  opposition  to  the  adoption  of  such  a  bill. 

Unfortunately,  section  1  of  H.  R.  7424,  at 
line  6,  page  2,  provides  the  following: 

"Any  claim  referred  to  in  clause  (1)  hereof 
shall,  if  administratively  disallowed  in  whole  or 
in  part,  be  enforced  pursuant  to  the  provisions 
of  the  suits  in  Admiralty  Act,  not  withstand- 
ing the  vessel  on  which  the  seaman  is  employed, 
is  not  a  merchant  vessel  within  the  meaning 
of  such  act." 

In  requiring  merchant  seamen  to  present 
their  claims  under  the  suits  in  admiralty  act, 
a  definite  limitation  is  imposed  upon  the  exer- 
cise of  their  rights. 

Under  the  suits  in  Admiralty  Act,  while  it  is 
true  that  merchant  seamen  enjoy  the  benefits 
of  the  Jones  Act,  and  their  rights  are  adjudi- 
cated pursuant  to  that  act,  the  trial  takes  place 
before  a  Federal  judge  without  the  benefit  of  a 
jury  trial. 

The  suits  in  admiralty  act  was  adopted  in 
1920.  Until  the  United  States  Supreme  Court 
rendered  its  decision  in  1930,  in  the  cases  of 
Johnson  v.  United  States,  United  States  v.  Lust- 
garten,  Federal  Sugar  Re-fining  Co.  v.  United 
States,  and  Royal  Insurance  Co.  v.  United 
States,  reported  in  53  Supreme  Court  Reporter, 
at  page  118  (280  U.  S.  320),  seamen  had  been 
permitted  to  prosecute  their  claims  against  the 
Shipping  Board  on  the  common-law  side  of  the 
court  with  the  benefit  of  a  trial  by  jury.  The 
Supreme  Court  in  the  Johnson  case,  based  its 
decision  on  the  presumed  ''intention  of  Con- 
gress to  furnish  the  exclusive  remedy  in  ad- 
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miralty  against  the  United  States  and  the  cor- 
porations on  all  maritime  actions  arishig  ont 
of  possession  or  operation  of  merchant  vessels." 
The  N.  M.  U.,  therefore,  recommends  that, 
in  order  that  merchant  seamen  employed  by 
the  War  Shipping  Administration  should  not 
be  deprived  of  a  trial  by  jury,  after  the  word 
"Act,"  at  Ime  11,  page  2,  of  the  bill,  the  follow- 
ing be  inserted : 

''Provided,  however,  That  the  claimant  may, 
at  his  election,  maintain  an  action  for  damages 
at  law,  with  the  right  of  a  trial  by  jury,  and  in 
such  action  the  claimant  may  enjoy  the  same 
rights,  benefits,  exemptions,  privileges,  and  lia- 
bilities of  seamen  employed  on  privately  owned 
and  operated  vessels." 
Attorney  General  Biddle  submitted  a  reply  on  be- 
half of  the   Government   explaining  why  jury  trial 
was  not  compatible  with  the  interest  of  the  United 
States.    He  stated  in  part  (p.  33)  : 

I  have  no  wish  to  oppose  jury  trial  in  these 
cases  if  to  the  Congress  the  adoption  of  such 
a  policy  seems  wise.  There  are  certain  con- 
siderations which  I  think  should  be  taken  into 
account  in  reaching  your  conclusion  on  the  issue 
of  policy  involved. 

***** 

(2)  It  has  been  found  necessary  in  protect- 
ing the  security  of  the  Nation  to  adopt  an 
amendment  to  admiralty  rule  46.  It  has  been 
found  that  in  the  course  of  admiralty  litigation 
information  is  made  available  to  the  enemy 
detrimental  to  the  national  safety  and  detri- 
mental to  the  lives  and  welfare  of  seamen.    The 
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amendment  to  admiralty  rule  46  contemplates 
careful  surveillance  X)f  admiralty  litigation  and 
control  of  the  proceedings  to  prevent  leakage 
of  information  that  might  be  of  value  to  the 
enemy  and  of  danger  to  the  United  States.  The 
scheme  of  this  protection  is  that  every  libel  is 
submitted  to  me;  and  my  assistants,  in  col- 
laboration with  appropriate  officers  of  the 
Navy,  examine  the  litigation.  If  the  Navy  De- 
partment is  of  the  view  that  information  stated 
in  the  pleadings  or  liable  to  be  developed  in 
the  course  of  the  trial  would  be  of  value  to 
the  enemy,  admiralty  rule  46  authorizes  the 
court  to  impound  the  pleadings,  to  hold  the 
trial  in  camera  and  to  impoimd  all  records  in 
the  proceedings.  It  is  possible  for  this  to  be. 
effective  if  the  matter  is  heard  by  a  judge.  It 
is  much  more  difficult  for  it  to  be  effective  if 
it  is  tried  before  a  jury,  and,  of  course,  the  rule 
will  not  apply  if  the  action  is  at  law.  Obvi- 
ously in  trial  of  cases  on  claims  asserted  by 
seamen  because  of  death,  injury,  illness,  loss 
of  effects,  detention,  or  repatriation,  disclosures 
regarding  formation  and  operations  of  convoys, 
routes,  protection  for  shipping,  etc.,  might  well 
be  made  in  the  course  of  trial. 

*  *  * '  *  * 

(4)  It  is  further  to  be  noted  that  these  cases 
will  have  to  be  tried  largely  on  depositions. 
Judges  are  better  qualified  by  experience  than 
juries  to  appraise  the  value  of  evidence  pre- 
sented in  the  form  of  depositions. 

That  the  Congress  thoroughly  understood  that 
agents  were  not  liable  and  that  the  purpose  of  the 
Clarification  Act  was  not  to  authorize  suit  against 
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the  Government's  agents  for  negligence  of  the  mas- 
ter and  crew  with  the  consequent  jury  trial  in  the 
state  and  federal  courts  which  it  had  decided  to 
avoid,  is  further  shown  by  House  Report  No.  2572, 
77th  Cong.,  2d  Sess.,  where  it  is  said  of  the  War 
Shipping  Administration  seamen   (p.  9)  : 

*  *  *  If  they  were  private  employees, 
rights  to  redress  for  death,  injury,  or  illness 
could  be  prosecuted  under  the  Jones  Act  and 
the  general  maritime  law.  These  same  rights 
may  be  asserted  against  the  United  States  as 
the  employer  under  the  Suits  in  Admiralty  Act 
providing  the  vessel  involved  is  a  merchant 
vessel.  In  case  of  public  vessels  the  seaman 
must  rely  upon  the  Administrator's  policy  for 
compensation  recognizing  contractual  liability 
which  this  legislation  recognizes.  Present-day 
ojierating  conditions  often  make  uncertain 
whether  the  vessel  is  a  merchant  or  a  public 
vessel.  As  a  consequence  the  afore-mentioned 
rights  of  such  seamen  are  frequently  in  doubt, 
In  addition  to  these  rights  which,  at  times,  are 
uncertain  for  the  reasons  mentioned,  the  sea- 
men who  are  employees  of  the  United  States 
probably  have  rights  under  the  United  States 
Emploj^ees'  Compensation  Act  in  the  event  of 
injury  or  death.  Such  compensation  benefits 
are  not  presently  enjoyed  by  seamen  under 
private  emi^loyment.  Thus  vital  differences  in 
these  rights  are  made  to  depend  upon  whether 
the  seaman  happens  to  be  employed  aboard 
a  vessel  time-chartered  to  the  War  Shii)ping 
Administration  or  owned  by  or  bareboat-char- 
tered to  the  War  Shipping  Administration. 
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The  point  is  made  equally  plain  'in  Senate  Report 
No.  1655,  77tli  Cong.,  2d  Sess.,  where  it  is  stated 
(pp.  3-4)  : 

The  substantive  rights  under  statute  and  gen- 
eral maritime  law  with  respect  to  death,  injury, 
illness,  or  other  casualty  to  seamen  employed 
by  the  War  Shipping  Administration  would 
under  section  1  be  controlled  by  existing  law 
relating  to  privately  employed  seamen.  The 
only  modification  thereof  is  that  the  rights  shall 
be  enforced  in  accordance  with  the  provision 
of  the  Suits  in  Admiralty  Act.  Other  claims^ 
such  as  claims  for  maintenance  and  care,  col- 
lection of  wages  and  bonuses,  and  making  of 
allotments,  would  also  be  enforced  under  that 
act.  With  respect  to  the  benefits  administered 
by  the  Public  Health  Service  and  the  Social 
Security  Board,  section  1  provide^  that  claims 
therefore  shall  be  enforced  only  in  accordance 
with  existing  applicable  law.  This  is  proper  in- 
asmuch as  these  benefits  are  administered  by 
Government  agencies. 

***** 

Inasmuch  as  seamen  covered  by  section  1  will 
be  entitled  to  the  rights  provided  under  the 
Jones  Act  and  general  maritime  law  and  to  the 
remedies  under  the  Suits  in  Admiralty  Act, 
the}^  are  expressly  excluded  from  any  benefits 
M^hich  would  otherwise  accrue  as  employees  of 
the  United  States  under  the  United  States 
Employees'  Compensation  Act.  This  eliminates, 
the  danger  that  seamen  might  recover  both 
against  the  Federal  employees'  compensation 
fund  and  under  statutory  or  common  law 
remedies  for  the  same  injury. 
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And  to  the  same  effect,  see  Senate  Report  No.  1813, 
77th  Cong.,  2d  Sess.,  pp.  5-6. 

With  the  close  of  1942  the  Seventy-seventh  Con- 
gress ended  and  H.  R.  7424  died.  With  amendments 
it  was  reintroduced  as  H.  R.  133,  78th  Cong.,  1st 
Sess.  Despite  the  Brady  case,  decided  January  18, 
1942,  no  change  was  made  ui  the  bill  to  make  the 
government's  agents  liable.  Indeed,  its  purpose  was 
again  explained  on  February  8,  1943,  in  House  Re- 
port No.  107,  78th  Cong.,  1st  Sess.  (pp.  2-3) : 

The  effect  of  section  1  is  to  provide  that 
officers  and  crew  meml^ers  who  are  employed 
on  behalf  of  the  United  States  through  the 
War  Shippmg  Administration  shall  be  put  on 
the  same  l3asis  as  seamen  in  ]irivate  employ- 
ment with  respect  to  rights,  benefits,  and 
privileges  in  connection  with  employment,  par- 
ticularly in  case  of  death,  injury,  or  other 
casualty.  Under  the  bill,  these  employees  of 
the  War  Shipping  Administration  will  have 
the  seaman's  right  to  wages,  maintenance,  and 
cure,  in  case  of  illness  or  injury  in  the  ship's 
ser^dce.  They  will  have  the  benefits  of  the 
Public  Health  Service,  including  marine  hospi- 
tals, like  other  seamen.  They  will  have  old-age 
and  survivors'  insurance  under  the  Social  Se- 
curity Act.  They  will  continue  to  have  the 
right  to  indemnity  through  court  action  for 
injury  resulting  from  unseaworthiness  of  the 
vessel  or  defects  in  vessel  appliances,  and  they 
(and  their  dependents)  will  have  the  right  to 
action  under  the  Jones  Act  (1920)  for  injury 
or  death  resulting  from  negligence  of  the  em- 
ployer.    Such  seamen  mil  have  the  right  to 
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enforce  claims  for  these  benefits  according  to 
the  procedure  of  the  Suits  in  Admiralty  Act 
except  that  claims  with  respect  to  social-secu- 
rity benefits  shall  be  prosecuted  in  accordance 
with  the  procedure  provided  in .  the  social- 
security  law.     *     *     * 

***** 

The  basic  scope  and  philosophy  of  the  meas- 
ure is  to  preserve  private  rights  of  seamen 
while  utilizing  the  merchant  marine  to  the 
utmost  for  public  wartime  benefit.  Except  in 
rare  cases  the  ships  themselves  are  being 
operated  as  merchant  vessels,  and  are  therefore 
subject  to  the  Suits  in  Admiralty  Act.  Grant- 
ing seamen  rights  to  sue  under  that  act  is 
therefore  entirely  consistent  with  the  under- 
lying pattern  of  the  measure.  This  should 
follow  even  in  the  extraordinary  case  where 
vessels  might  otherwise  technically  be  classed 
as  public  vessels. 

See  also  additional  extracts  printed  in  1943  A.  M.  C. 
606-637.  And  see  pertinent  parts  of  Senate  Report 
No.  62,  78th  Cong.,  1st  Sess. 

2.  Tlfie  actual  terms  of  the  Clarification  Act  do  not 
authorize  suit  against  the  Government's  agents  or 
alter  their  liahility  in  tort  or  contract. — Not  a.  word 
in  the  text  of  the  act  gives  the  slightest  suggestion 
to  that  effect.  The  bill  became  law  on  March  24, 
1943,  and  was  printed  with  explanatory  headings  in 
1943  A.  M.  C.  594.  Because,  when  thus  printed, 
it  clearly  shows  that  the  text  of  the  act,  like  its 
legislative  history,  is  totally  devoid  of  any  suggestion 
of  authority  to  sue  the  Government's  agents,  we  here 
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reproduce  Section  1  (a),  the  only  pertinent  part, 
with  the  headings  inserted  by  the  editors  of  Ameri- 
can Maritime  Cases — 

EIGHTS  OF  MERCHANT  SEAMEN  EMPLOYED  BY  THE 
U.  S.  THROUGH  THE  AV.  S.  A. 

Sec.  1.  That  (a)  officers  and  members  of 
crews  (hereinafter  referred  to  as  "seamen") 
employed  on  United  States  or  foreign-flag  ves- 
sels as  employees  of  the  United  States  through 
the  War  Shippi)ig  Administration  shall,  with 
respect  to  (1)  laws  administered  by  the  Public 
Health  Service  and  the  Social  Security  Act, 
as  amended  by  subsection  (1))  (2)  and  (3)  of 
this  section;  (2)  death,  injuries,  illness,  main- 
tenance and  cure,  loss  of  effects,  detention,  or 
reparation,  or  claims  arising  therefrom  not 
covered  by  the  foregoing  clause  (1)  ;  and  (3) 
collection  of  wages  and  bonuses  and  making 
of  allotments,  have  all  of  the  rights,  benefits, 
exemptions,  privileges,  and  liabilities,  under 
law  applicable  to  citizens  of  the  United  States 
employed  as  seamen  on  privately  owned  and 
operated  American  vessels. 

NO  RIGHTS  UNDER  CERTAIN  FEDERAL  EMPLOYMENT 
STATUTES 

Such  seamen,  because  of  the  temporary  war- 
time character  of  their  employment  by  the  War 
Shipping  Administration,  shall  not  be  consid- 
ered as  officers  or  employees  of  the  United 
States  for  the  purposes  of  the  United  States 
Employees  Compensation  Act,  as  amended;  the 
Civil  Service  Retirement  Act,  as  amended;  the 
Act  of  Congress  approved  March  7, 1942  (Public 
Law  490,  Seventy-seventh  Congress)  ;  or  the  Act 
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entitled  '*Aii  Act  to  provide  benefits  for  the 
injury,  disability,  death,  or  detention,  of  em- 
ployees of  contractors  with  the  United  States 
and  certain  other  persons  or  reimbursement 
therefor,"  approved  December  2,  1942  (Pub- 
lic Law  784,  Seventy-seventh  Congress). 

PUBLIC  HEALTH  AND  SOCIAL  SECURITY  CLAIMS 

Claims  arising  under  clause  (1)  hereof  shall 
be  enforced  in  the  same  manner  as  such  claims 
would  be  enforced  if  the  seamen  were  employed 
on  a  privately  owned  and  operated  American 
vessel. 

DEATH,  INJURY^  MAINTENANCE;,  WAGE,  ETC.,  CLAIMS 
(SUITS  IN   ADMIRALTY   ACT   1920   EXTENDED) 

Any  claim  referred  to  in  clause  (2)  or  (3) 
hereof  shall,  if  administratively  disallowed  in 
whole  or  in  part,  be  enforced  pursuant  to  the 
provisions  of  the  Suits  in  Admiralty  Act,  not- 
withstanding the  vessel  on  which  the  seaman 
is  employed  is  not  a  merchant  vessel  within  the 
meaning  of  such  Act. 

RETROACTB^  EFFECT  TO  OCTOBER  1,   1941 

Any  claim,  right,  or  cause  of  action  of  or  in 
respect  of  any  such  seaman  accruing  on  or  after 
October  1,  1941,  and  prior  to  the  date  of  enact- 
ment of  this  section  may  be  enforced,  and  upon 
the  election  of  the  seaman  or  his  surviving  de- 
pendent or  beneficiary,  or  his  legal  representa- 
tive to  do  so  shall  be  governed,  as  if  this  section 
had  been  in  effect  when  such  claim,  right,  or 
cause  of  action  accrued,  such  election  to  be 
made  in  accordance  with  rules  and  regulations 
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prescribed  bv  the  Administrator,  War  Shipping 
Administration. 

SOCL\L   SECURITY   RIGHTS 

Rights  of  any  seaman  und6r  the  Social 
Security  Act,  as  amended  by  subsection  (b) 
(2)  and  (3),  and  claims  therefor  shall  be 
governed  solely  by  the  provisions  of  such  Act, 
so  amended. 

DEFIXITIOX — '' ADMINISTRATIVELY    DISALLOWED'' — 
^SV.    S.    A." — "'seaman" 

When  used  in  this  subsection  the  term  "ad- 
ministratively disallowed"  means  a  denial  of  a 
written  claim  in  accordance  with  rules  or  regu- 
lations prescribed  by  the  Administrator,  War 
Shipping-  Administration.  When  used  in  this 
subsection  the  terms  "War  Shipping  Adminis- 
tration" and  "Administrator,  War  Shipping 
Administration"  shall  be  deemed  to  inchide  the 
United  States  Maritime  Commission  with 
respect  to  the  period  beginning  October  1,  1941, 
and  ending  February  11,  1942,  and  the  term 
"seaman"  shall  be  deemed  to  include  any  sea- 
man employed  as  an  employee  of  the  United 
States  through  the  War  Shipping  Administra- 
tion on  vessels  made  available  to  or  sub- 
chartered  to  other  agencies  or  departments  of 
the  United  States. 

The  language  of  the  Act  thus  makes  it  absolutely 
clear  that  the  Congress  did  not  intend  to  grant  new 
rights  or  impose  new  liabilities  against  the  Govern- 
ment's agents  or  alter  in  the  slightest  any  rights  sea- 
men might  already  have  against  them.  The  contem- 
plation of  Congress  was  that  agents  were  to  continue 
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to  be  liable  for  their  own  torts  and  contracts  but  not 
for  those  of  the  United  States  exactly  as  established 
by  Brady.  Nowhere,  we  submit,  is  there  the  slightest 
indication  that  the  language  of  the  Act  by  inadvert- 
ence had  defeated  the  congressional  purpose  of  with- 
holding jury  trial  and  had  instead  given  War  Ship- 
ping Administration  seamen  a  right  to  recover  by 
suit  against  the  Government's  agents  at  law  in  the 
state  or  federal  courts.  Neither  is  there  any  indica- 
tion of  an  intent  to  restrict  any  rights  the  seamen 
might  have  against  the  Government's  agents  for  their 
own  torts  by  virtue  of  the  rules  laid  down  in  the 
Brady  case. 

It  is  clear  that  the  sole  intended  effect  of  the  Clari- 
fication Act  was  to  remove  all  impediments  to  War 
Shipping  Administration  seamen's  asserting  their 
rights  against  the  United  States  under  the  Jones  Act 
and  preserving  their  rights  under  the  Social  Security 
Acts.  In  return  the  Act  discontinued  their  rights 
under  the  U.  S.  Employees'  Compensation  and  Civil 
Service  Retirement  Acts,  saving,  however,  such  claims 
and  clauses  of  action  as  had  theretofore  accrued  under 
those  acts.  We  submit,  therefore,  that  the  Clarifica- 
tion Act  has  no  bearing  on  the  present  case. 

CONCLUSION 

Appellant  Watson  is  deprived  of  no  substantial  right 
by  being  required  to  vindicate  his  claims  by  suit 
against  the  United  States,  the  operating  owmer  of  his 
vessel,  rather  than  against  the  agent  appointed  by  the 
Government  to  manage  and  conduct  the  accounting 
and  certain  other  shoreside  business  operations  of  the 
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vessel.  The  problem  presented  l)y  this  case  has  been 
given  exceedingly  careful  considei-ation  by  the  Su- 
preme Court  in  CaMarola  v.  Eckert,  by  this  Court  in 
Luhinski  v.  Alaska  S.  S.  Co.  and  by  the  Second  Circuit 
in  Shilman  v.  United  States  and  we  respectfully  submit 
that  those  decisions  should  be  followed  and  this  Court 
should  order  the  dismissal  of  appellant  AYatson's  suit. 

H.  G.  MoRisox, 

Assistant  Attorney  General, 
Lea\t:nworth  Colby, 
Keith   R.    Ferguson, 
Special  Assistants  to  the  Attorney  General, 

Admiralty  and  Shipping  Section, 

Department  of  Justice. 
April  1948. 


APPENDIX  A 

Statutes  and  Regulations  Involved 

1.  The  Jones  Act  of  June  5,  192U,  c.  250,  s.  33,  41  Stat.  1007 
(46  U.  S.  C.  688) ,  provides  in  pertinent  part : 

Any  seaman  who  shall  sufifer  personal  injury  in  the 
course  of  his  employment  may,  at  his  election,  maintain 
an  action  for  damages  at  law,  with  the  right  of  trial  by 
jury,  and  in  such  action  all  statutes  of  the  United  States 
modifying  or  extending  the  common-law  right  or  remedy 
in  cases  of  personal  injury  to  railway  employees  shall 
apply;     *     *     * 

2.  The  Employers'  Liability  Act  of  April  22,  1908,  c.  149  s.  1, 
35  Stat.  1404  (45  U.  S.  C.  51),  provides  in  pertinent  part: 

Every  common  carrier  by  railroad  *  *  *  shall  be 
liable  in  damages  to  any  person  suffering  injury  while 
he  is  employed  by  such  carrier  *  *  *  for  such  in- 
jury or  death  resulting  in  whole  or  in  part  from  the  negli- 
gence of  any  of  the  officers,  agents,  or  employees  of  such 
carrier,  or  by  reason  of  any  defect  or  insufficiency  due  to 
its  negligence  in  its  *  *  *  boats,  wharves,  or  other 
equipment. 

3.  Revised  Statute  1753  (5  U.  S.  C.  631),  authorizing  the 
President  to  prescribe  regulations  regarding  civil  service  em- 
ployment, provides: 

The  President  is  authorized  to  prescribe  such  regu- 
lations for  the  admission  of  persons  into  the  civil  service 
of  the  United  States  as  may  best  promote  the  efficiency 
thereof,  and  ascertain  the  fitness  of  each  candidate  in 
respect  to  age,  health,  character,  knowledge,  and  ability 
for  the  branch  of  service  into  which  he  seeks  to  enter; 
and  for  this  purpose  he  may  employ  suitable  persons 
to  conduct  such  inquiries,  and  may  prescribe  their  du- 
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ties,  and  establish  regulations  for  the  conduct  of  persons 
who  may  receive  appointments  in  the  civil  service. 

4.  The  Civil  Service  Rules  and  Schedules,  as  codified  in 
Title  5,  Code  of  Federal  Regulations  (1943  Cum.  Supp.  pp. 
1441,  1488),  provide  in  pertinent  part  as  follows: 

CIVIL  SERVICE  RULE  II 

Section  2.1  Extent  of  the  classified  service. — The 
classified  service  shall  include  all  persons  who  have  been 
heretofore  or  may  hereafter  be  given  a  competitive 
status  in  the  classified  civil  service  with  or  without  com- 
petitive examination,  by  legislative  enactment,  or  under 
the  civil  service  rules  pronmlgated  by  the  President,  or 
by  Executive  orders  covering  groups  of  employees  with 
their  positions  into  the  competitive  classified  service 
or  authorizing  the  appointment  of  indivduals  to  posi- 
tions within  such  service.  It  shall  include  all  positions 
now  existing  or  hereafter-created  by  legislative  or  Execu- 
tive action,  of  whatever  function  or  designation,  whether 
compensated  by  a  fixed  salary  or  otherwise,  unless 
excepted  from  classification  by  specific  affirmative  legis- 
lative or  Executive  action.  No  right  of  classification 
shall  accrue  to  persons  whose  appointment  or  assign- 
ment to  classified  duties  is  in  violation  of  the  civil  serv- 
ice rules.  [E.  0.  7915,  June  24,  1938,  effective  Feb.  1, 
1939;3F.  R.  1519.] 

Section  2.3.  Exceptions  from  classification. — (a) 
Positions  in  Parts  50  and  51  are  excepted  from  the  clas- 
sified service. 

(b)  Appointments  to  the  excepted  positions  named 
in  Part  50  may  be  made  without  examination  or  upon 
noncompetitive  examination.  [E.  0.  7915,  June  24, 
1938,  effective  Feb.  1,  1939,  as  amended  by  E.  0.  8083, 
Apr.  10,  1939,  effective  May  1,  1939;  3  F.  R.  1519,  4  F.  R. 
1577.] 

*  *  *  *  « 

Section  50.0.  Certain  positions  excepted  from  exam- 
ination under  §  2.3. — The  positions  designated  in  this 
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part  are  excepted  from  examination,  but  not  more  than 
one  position  shall  be  treated  as  excepted  under  any  title 
unless  a  different  number  of  positions  be  indicated 
(Rule  XVI,  sec.  1,  E.  0.  209,  Mar.  20,  1903,  5  C.  F.  R. 
16.1)  [Regs.  CSC,  as  of  June  1,  1938]. 

*  *  *  »  * 

§  50.21.  United  States  Maritime  Commission. — (a) 
All  positions  on  Government-owned  ships  operated  by 
the  United  States  Maritime  Commission  [E.  0.  9004, 
Dec.  30,  1941 ;  7F.R.2]. 

Note:  These  positions  were  transferred  to  the  War 
Shipping  Administration  by  E.  0.  9054;  7  F.  R.  837. 


APPENDIX  B 

The  Letter  of  the  General  Counsel,  United  States  Mari- 
time Commission,  in  Reply  to  the  Enquiries  of  the 
Supreme  Court  of  the  United  States 

United  States  Maritime  Commission, 

Washitigton,  April  28, 1947. 

Honorable  John  F.  Sonnett, 
Assistant  Attorney  General, 

Department  of  Justice,  Washingtoji  25,  D.  C. 

Sir:  This  has  reference  to  the  request  of  your  Depart- 
ment in  connection  with  the  case  of  Caldarola  v.  Moore-Mc- 
Cormack  Lines,  Inc.,  et  al.,  that  the  Maritime  Commission 
as  successor  to  the  United  States  Shipping  Board  and  the  War 
Shipping  Administration,  supply  additional  information  for 
the  use  of  the  Supreme  Court.  It  appears  that  you  desire  to 
be  informed  why  the  War  Shipping  Administration,  instead  of 
entering  into  managing-operator  agreements,  such  as  had  been 
used  by  the  Shipping  Board  and  the  Maritime  Commission 
from  the  close  of  wartime  government  operation  in  1920  until 
the  final  sale  of  the  Government's  merchant  fleet  in  1940,  de- 
cided to  adopt  service  agreements  whereby  it  employed  exist- 
ing steamship  companies  as  its  agents  to  conduct  the  business 
of  the  vessels.  You  also  request  an  explanation  of  the  dif- 
ferences between  the  standard  form  service  agreement  GAA 
4-4-42  adopted  by  the  War  Shipping  Administration  and  the 
former  managing-operator  agreements,  together  with  a  state- 
ment as  to  the  manner  in  which  the  vessels  were  operated  and 
serviced  under  the  various  integrated  contracts  of  the  War 
Shipping  Administration. 

congress  authorized  direct  government  operation 

It  must  be  understood  at  the  outset  that  direct  government 
operation  of  the  government  merchant  fleet  was  believed  in- 
dispensable to  the  war  effort  in  both  World  Wars.     It  was  ac- 
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cordingly  specifically  authorized  by  the  Congress  and  the 
arrangements  which  were  made  for  direct  government  oper- 
ation with  the  assistance  of  experienced  steamship  companies 
as  ships'  husbands  for  the  servicing  of  the  vessels  and  as  berth 
agents  for  the  handling  of  port  services  arising  out  of  their 
operations  on  the  various  routes  were  deliberately  chosen  from 
that  point  of  view.  As  is  evident  from  a  comparison  of  the  new 
standard  form  agreements,  this  type  of  operation  constituted  a 
significant  change  from  the  method  of  operating  government 
vessels  which  had  been  in  force  from  January  1920  until  the 
sale  of  the  last  of  the  government  lines  in  May  1940,  and 
marked  a  return  to  the  direct  government  operation  of  World 
War  I. 

The  effect  of  the  old  peacetime  operation,  particularly  sub- 
sequent to  1929,  is  best  summarized  by  the  Shipping  Board  in 
its  Annual  Report  for  1929.  There,  in  explaining  the  purpose 
of  the  operating  agreement  which  it  had  adopted,  the  Board 
stated  (p.  95) : 

By  this  plan,  the  operator  assumes  complete  physical 
and  financial  control  of  the  operations  of  the  line,  and 
the  Merchant  Fleet  Corporation  confines  its  activities  to 
periodic  inspections  covering  the  maintenance  of  service 
in  accordance  with  the  contract  and  the  physical  con- 
dition of  the  ships.  For  the  services  of  the  operator 
in  maintaining  the  line,  a  lump-sum  amount  is  paid,  the 
amount  to  be  determined  for  each  line  by  analysis  of 
recent  operating  results.  This  form  of  agreement  places 
the  managing  operator  upon  as  nearly  a  privately  owned 
operating  basis  as  is  practical  and  should  pave  the  way 
for  the  eventual  sale  of  the  lines. 

This  referred  to  what  was  ultimately  known  as  the  "Lump  Sum 
Operating  Agreement,  1930"  which  was  considered  in  the  re- 
ports of  the  Black  Committee  (S.  Rep.  898,  74th  Cong.,  1st 
Sess.)  and  the  Comptroller  General  (H.  Doc.  217,  72d  Cong., 
1st  Sess.).  Its  text  is  printed  in  full  in  Smith  and  Betters, 
U.  S.  Shipping  Board,  its  history,  activities,  and  organization, 
pp.  293-302.  Earlier  forms  are  printed  in  S.  Doc.  38,  67th 
Cong.,  1st  Sess.,  pp.  60-65. 
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The  normal  peacetime  scheme  of  operation  which,  follow- 
ing the  Black  report.  Congress  directed  in  the  Merchant  Ma- 
rine Act,  1936,  required  the  Commission  to  arrange  for  the 
charter  of  the  government-owned  merchant  fleet  by  private 
steamship  companies.   Section  704  (46  U.  S.  C.  1194)  provided: 
All  vessels  transferred  to  or  otherwise  acquired  by 
the  Commission  in  any  manner  may  be  chartered  or 
sold  by  the  Commission  pursuant  to  the  further  pro- 
visions of  this  Act.    All  vessels  transferred .  to  the 
Commission  by  this  Act  and  now  being  operated  by 
private  operators  on  lines  in  foreign  commerce  of  the 
United  States  shall  be  temporarily  operated  by  the 
Commission  for  its  account  by  private  operators  until 
such  time  and  upon  such  operating  agreements  as  the 
^  Commission  may  deem  advantageous,  but  the  Commis- 
sion shall  arrange  as  soon  as  practicable  to  offer  all 
such  lines  of  vessels  for  charter  as  hereinafter  pro- 
vided,  preference   to   be   given   to   present   operators, 
and  all  operations  of  the  Commission's  operation  by 
private  operators  shall  be  under  such  operating  agree- 
ments discontinued  within  one  year  after  the  passage 
of  this  Act. 
But  in  order  to  assure  operation  of  lines  which  the  Commis- 
sion might  deem  essential  but  for  which  it  might  be  impossible 
to  find  private  operators  willing  to  assume  the  financial  risk 
of  operation  under  bareboat  charter,  Congress  provided  in  Sec- 
tion 707,  as  ainended  (46  U.  S.  C.  1197),  that  the  Commission 
itself  might  operate  such  lines  through  private  operators  under 
such  operating  agreements  as  the  Commission  might  find  ad- 
vantageous.    It  was  under  exceptional  arrangements  of  the 
character  that   the   special   operating   agreements   with   the 
Roosevelt,  Southgate-Nelson  and  two  other  operating  compa- 
nies were  continued  by  the  Commission  until  final  sale  of  the 
government  lines  in  1940.    And  it  was  these  special  agreements 
which  were  involved  in  the  cases  of  Bradij  v.  Roosevelt  S.  S. 
Co.,  317  U.  S.  575,  and  Quimi  v.  Southgate-Nelson  Co.,  121  F. 
2d  190,  cert.  den.  314  U.  S.  682.    The  text  of  the  special  Roose- 
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velt  agreement  is  printed  in  full  in  the  Brady  record  October 
Term  1942,  No.  269,  pp.  21-32. 

In  order  to  meet  potential  war  conditions,  Congress,  by  the 
Act  of  August  7,  1939,  c.  555,  53  Stat.  1255  (46  U.  S.  C.  1242 
(e)),  amended  the  Merchant  Marin°  Act  and  conferred  special 
powers  upon  the  Commission  with  respect  to  vessels  requisi- 
tioned or  purchased  in  case  of  national  emergency.  In  par- 
ticular Congress  authorized  the  Commission  "to  repair,  recon- 
dition, reconstruct,  and  operate,  or  charter  for  operation,  any 
vessels  acquired"  under  such  authority.  By  Section  4  of  the 
Act  of  June  6,  1941,  c.  174,  55  Stat.  244  (50  Appx.  U.  S.  C. 
1274),  Congress  further  recognized  the  developing  national 
emergency  and  expressly  directed  that  any  vessels  acquired  or 
made  available  to  the  Commission  might  be  "operated  by  the 
Commission  upon  such  terms  and  conditions  as  it  may  deem 
desirable  and  in  the  public  interest,  giving  primary  considera- 
ton  to  the  needs  of  national  defense."  Finally,  following  the 
outbreak  of  hostilities,  President  Roosevelt  by  Executive  Order 
.9054  of  February  7,  1942  (3  C.  F.  R.  1943  Cum.  Supp.  1086), 
issued  pursuant  to  the  First  War  Powers  Act  of  December  18, 
1941,  c.  593,  55  Stat.  838  (50  Appx.  U.  S.  C.  601),  established 
the  War  Shipping  Administration  under  the  direction  of  an 
Administrator,  Paragraph  2  of  that  order  directed  the  Admin- 
istrator to  control  the  "operation,  purchase,  charter,  requisi- 
tion, and  use  of  all  ocean  vessels  under  the  flag  or  control  of  the 
United  States"  with  the  exception  of  vessels  under  the  control 
of  the  military  or  naval  authorities.  By  paragraph  3  it  also 
transferred  to  the  Administrator  all  duties  and  authority  with 
respect  to  the  operation  of  vessels  which  had  previously  been 
conferred  by  law  upon  the  Maritime  Commission. 

PURPOSE   OF   DIRECT  GOVERNMENT  OPERATION 

The  mandate  for  wartime  operation  thus  granted  the  War 
Shipping  Administration  was  entirely  different  from  the  peace- 
time functions  of  the  Shipping  Board  and  the  Maritime  Com- 
mission as  directed  by  earlier  legislation  culminating  in  the 
Merchant  Marine  Act,  1936,  and  carried  out  by  means  of  the 
operating  agreement  employed  from  1920  to  1940.  On  the  con- 
trary, the  type  of  operation  authorized  was  analogous  to  the 
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direct  government  operation  followed  during  World  War  I  by 
the  Shipping  Control  Committee  of  the  Shipping  Board  with 
the  aid  of  the  Division  of  Operations  of  the  Fleet  Corporation. 
Then  President  Wilson,  by  Executive  Order  2664  of  July  U, 
1917,  issued  pursuant  to  the  emergency  provisions  of  the  Act 
of  June  15,  1917,  c.  29,  40  Stat.  182,  had  conferred  similar  au- 
thority upon  the  Shipping  Board  to  assume  "the  operation, 
management,  and  disposition"  of  all  vessels  acquired  by  the 
United  States.  The  Board,  in  its  turn,  by  resolution  of  Febru- 
ary 11,  1918  (H.  Kept.  1399,  66th  Cong.,  3d  Sess.,  p,  32),  had 
created  the  Shipping  Control  Committee  "empowered  to  man- 
age, control,  distribute,  and  allocate  all  tonnage  now  subject 
or  w^hich  hereafter  may  become  subject  to  the  control  of  the 
United  States  Shipping  Board  by  ownership,  charter,  or  other- 
wise." And  the  direct  governmental  wartime  operation  that 
followed  is  now  history  (see  Crowell  and  Wilson,  Road  to 
France,  pp.  377-378 ;  Smith  and  Betters,  U.  S.  Shipping  Board, 
its  history,  activities,  and  organizations,  pp.  24-25,29-30). 

It  should  be  conmion  knowledge  that  the  basic  reason  for, 
the  War  Shipping  Administration  following  a  plan  of  opera- 
tions whereby  it  manned  and  navigated  the  Government's 
vessels  was  the  conviction  that  it  was  essential  to  the  conduct 
of  the  war  to  make  the  navigation  and  physical  management 
of  the  vessels  afloat  an  exclusively  government  operation. 
But  equally  it  was  desirable  to  take  advantage  of  the  existing 
contracts  and  experienced  personnel  of  steamship  companies 
for  servicing  the  shoreside  needs  and  administrative  affairs  of 
the  vessels  and  obtain  the  benefit  of  their  existing  agreements 
with  the  maritime  unions  for  procuring  masters  and  crews. 
From  a  review  of  the  War  Shipping  Administration  files  it  would 
seem  that  the  following  points  were  deemed  particularly 
essential : 

1.  Insure  immunity  from  foreign  and  local  inspection, 
regulation,  and  taxation  for  the  vessels  and  their  operation. 

2.  Retain  direct  control  of  the  routing,  navigation,  and 
physical  management  of  the  vessels  and  of  their  masters  and 
crews  but  not  necessarily  of  their  procurement  for  employment. 

3.  Provide  a  mechanism  for  direct  control  of  fueling,  supply- 
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ing,  repairing,  and  similar  services,  and  for  immunity  from 
foreign  and  local  regulation  and  taxation  of  such  activities. 

These  points  could  be  best  attained  only  by  direct  govern- 
ment operation.  Operation  of  the  vessels  by  independent 
contractors  would  not  fulfill  the  requirements. 

When  War  Shipping  Administration  assumed  this  task  of 
operating  the  Government's  merchant  fleet,  the  then  existing 
scheme  of  the  government  was  to  bareboat  charter  vessels  to 
private  operators.  The  onset  of  war  led  to  a  general  program 
of  requisition  and  to  acquisition  of  a  vast  number  of  vessels 
of  all  types  through  purchases  and  the  stepping  up  of  our  con- 
struction program.  The  problem  presented  under  these  new 
conditions  was  how  to  carry  out  the  mandate  granted  by 
Executive  Order  9054  "to  control  the  operation  *  *  *  and 
use  of  all  ocean  vessels"  as  a  coordinated  major  governmental 
program  while  at  the  same  time  taking  advantage  of  the  existing 
organizations  in  the  various  ports  which  the  steamship  lines  had 
created.  Efficient  wartime  operation  required  speed  and 
secrecy.  It  was  indispensable  to  escape  the  detailed  inspec- 
tions, reports  and  accounting  which  foreign,  and  to  some  extent 
local,  governments  impose  on  private-vessel  operation  in  aid 
of  their  police,  regulation  and  taxation  powers.  Only  direct 
government  operation  would  support  the  claim  of  sovereign 
immunity  and  permit  escape  from  such  delays  and  publicity. 
But  efficient  operation  just  as  obviously  dictated  a  policy  of  full 
utilization  of  the  technical  skill  and  facilities  of  shipping  organi- 
zations, which  had  been  painstakingly  encouraged  by  the 
Commission's  aid  over  a  long  period  of  years,  precisely  in  order 
that  they  might  be  utilized  by  the  public  in  just  this  type  of 
emergency.  Such  organizations,  developed  in  peacetime  by 
private  shipping  companies,  consist  of  highly  skilled  personnel 
trained  to  work  smoothly  and  closely  together.  Their  technical 
personnel  have  complete  familiarity  with  the  terminals,  con- 
necting carriers,  loading  and  unloading  conditions,  as  affected 
by  port,  seat  and  weather  conditions,  and  with  all  other  prob- 
lems inherent  in  overseas  transport  in  the  various  trades. 
They  are  familiar  as  a  team  with  the  various  techniques  and 
skills  of  such  shoreside  matters  as  towage,  wharfage  and  steve- 
doring practices,  maintenance  and  voyage  repairs  and  countless 
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other  minor  port  operating  details  which,  unless  efficiently 
handled,  result  in  substantial  loss  of  time,  money  and  ship 
space.  Such  organizations  also  have  access  to  a  supply  of  ship 
and  shore  personnel  as  a  result  of  their  union  agreements  and 
other  connections.  It  was  obvious  that  the  only  workable 
solution  was  a  twofold  division  of  duties:  the  navigation  and 
physical  management  of  the  vessels  afloat  was  to  be  carried 
out  by  shipmasters  acting  directly  as  agents  or  employees  of 
the  United  States  and  in  exclusive  control  of  their  vessels  and 
crew;  the  port  services,  the  husbanding  of  the  vessels  and  the 
details  of  shoreside  administration  were  to  be  carried  out  by 
existing  shipping  companies  acting  not  as  independent  con- 
tractors but  solely  as  agents  for  the  United  States. 

The  nature  of  such  agency  arrangements  was  especially 
important  in  connection  with  foreign  taxation  and  regula- 
tion. For  example,  not  even  an  act  of  Congress  might  have 
been  sufficient  to  preserve  immunity  of  the  vessels  if  the 
general  agents  were  made  independent  contractors  and 
placed  in  possession  of  the  vessels.  Cf.  Mexico  v.  Hofjman, 
324  U.  S.  30.  37.  As  Admiral  Land  stated  in  a  circular  m- 
struction  of  June  10,  1942,  addressed  to  all  agents  and  general 
agents  with  respect  to  tax  immunity: 

\Yhen  the  forms  of  Service  Agreements  (GAA  and 
TCA)  were  drafted,  and  later  when  they  were  approved 
by  me  for  use  as  standard  forms,  it  was  contemplated 
that  Agents  and  General  Agents  who  executed  them 
would  act  as  agents  for  the  United  States,  and  not  as 
independent  contractors,  in  conducting  the  busmess  of 
the  vessels  allocated  to  them  (see  Articles  1  and  2). 
It  was  also  contemplated  that,  since  the  agents  were 
authorized  to  make  purchases  necessary  to  the  mamte- 
nance,  management,  and  operation  or  conduct  of  the 
business  of  the  vessels,  the  purchases  would  be  made 
in  the  name  of  the  United  States  as  principal,  that  title 
to  the  goods  purchased  would  vest  in  the  United  States, 
and  that  the  United  States,  and  not  the  Agent,  would 
be  obligated  to  pay  the  purchase  price  and  its  credit 
would  be  pledged  therefor. 
See  also  previous  circular  instructions,  dated  May  19,  1942, 
by  the  Director  of  Fiscal  Affairs. 


A-11 

Of  all  the  various  aspects  covered  by  the  discussions  that 
attended  the  drafting  of  the  service  agreements  necessary  to 
carry  out  the  plan  for  wartime  operations,  the  question  of 
whether  the  crews  were  to  be  employees  of  the  United  States 
or  of  the  general  agent  received  most  particular  attention. 
Aside  from  the  propriety  of  a  Government  agency,  as  em- 
ployer, negotiating  directly  with  labor  unions  or  entering  into 
collective-bargaining  agreements,  the  practical  difficulties  of 
so  doing  were  almost  insuperable  due  to  the  large  number 
of  labor  organizations  and  the  consequent  variations  as  to 
wages,  working  conditions,  and  other  matters  which  existed 
in  the  maritime  industry  as  a  result  of  a  long  history  under 
private  operation.  It  was  recognized  that,  for  at  least  the  early 
years  of  the  war,  the  requisitioned  vessels  would  represent  a 
vast  majority  of  those  under  government  control  and  the  tran- 
sition from  private  to  direct  government  operation  could  be 
best  achieved  only  by  arrangements  which  provided  for  a 
minimum  disturbance  of  existing  collective-bargaining  rela- 
tionships. On  the  other  hand,  there  was  no  doubt  that  as  the 
general  agents  would  not  be  owners  nor  bareboat  charterers  of 
the  vessels  they  could  not  claim  the  benefit  of  the  limitation 
of  liability  acts  (46  U.  S.  C.  181  et  seq.)  as  the  law  then  stood. 
Compare  Section  4  of  the  War  Shipping  Administration  (Clari- 
fication) Act  (50  Appx.  U.  S.  C.  1924),  extending  the  benefits 
of  the  acts.  General  agents,  while  willing  to  assist  in  procure- 
ment, were  reluctant  to  accept  the  unlimited  liability  which 
would  result  from  the  masters  and  crews  being  their  agents 
or  employees.  Moreover  it  was  believed  that  crews  would  have 
greater  sense  of  responsibility  and  would  be  more  likely  to  re- 
frain from  strikes  and  other  work  stoppages  if  they  were  em- 
ployees of  the  United  States.  Finally,  only  if  the  masters  and 
crews  were  government  employees  could  the  United  States  be 
certain  of  its  right  to  invoke  sovereign  immunity  aboard  and 
to  insist  at  home  that  all  litigation  involving  the  navigation 
and  management  of  the  vessel  should  be  in  the  admiralty 
courts  where  necessary  wartime  secrecy  could  be  preserved. 

Ultimately  a  plan  was  developed  similar  to  that  stated  in 
Section  79,  comment  a,  of  the  Restatement  of  Agency.  It  was 
determined  that  the  general  agent,  acting  as  agent  for  the 
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Government,  should  procure  masters  and  crews  to  man  the 
vessels.  It  was  to  be  expressly  provided  that  they  should  be 
procured  pursuant  to  the  applicable  union  agreements  and 
in  accordance  with  customary  commercial  practices.  It 
would  thus  be  possible  to  retain  the  advantage  of  existing 
union  agreements  without  sacrificing  the  advantages  arising 
out  of  the  status  of  the  masters  and  crews  as  government 
employees  subject  to  the  exclusive  control  of  the  United  States. 

19  42  FORMS  OF  AGEXCY  AGREEMENTS 

Pursuant  to  the  plan  thus  evolved,  the  War  Shipping  Ad- 
ministrator adopted  forms  of  service  agreements  whereby 
existing  steamship  companies  were  appointed  general  agents 
to  husband  vessels  to  be  assigned  to  them  and  operators  of 
eixsting  steamship  lines  were  appointed  berth  agents  to 
handle  the  cargo  activities  and  other  port  services  required 
by  vessels  assigned  to  the  routes  established.  These  serv- 
ice agreements  were  promulgated  by  the  Administrator  in 
General  Order  No.  21  of  September  22, 1942  (7  Fed.  Reg.  7561), 
and  its  supplements.  An  examination  of  the  texts  of  the 
two  agreements  and  a  consideration  of  the  complementary 
functions  which  they  assign  to  the  general  agent  and  berth 
agent  in  attending  to  the  service  of  the  vessel  on  shore  shows 
conclusively  that  neither  agent  is  in  control  of  the  vessel  but 
that  the  United  States  alone,  as  the  principal  both  of  the  vessel's 
master  and  of  the  general  agent  and  berth  agent  has  full 

control.  . 

The  general  agency  agreement,  form  GAA,  4^-42,  m  effect 
at  the  time  Caldarola  was  injured  (printed  in  Document  4, 
Plaintiff's  Exhibit  7,  pp.  326-336),  provided  in  pertinent  part 
as  follows : 

Article  1.  The  United  States  appoints  the  General 
Agent  as  its  agent  and  not  as  an  independent  contractor, 
to  manage  and  conduct  the  business  of  vessels  assigned 
to  it  by  the  United  States  from  time  to  time. 

Article  2.  The  General  Agent  accepts  the  appoint- 
ment and  undertakes  and  promises  so  to  manage  and 
conduct  the  business  for  the  United  States,  in  accord- 
ance with  such  directions,  orders,  or  regulations  as  the 
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latter  has  prescribed,  or  from  time  to  time  may  pre- 
scribe.    *     *     *. 

Article  3A.  To  the  best  of  its  ability,  the  General 
Agent  shall  for  the  account  of  the  United  States: 

(a)  Maintain  the  vessels  in  such  trade  or  service  as 
the  United  States  may  direct; 

(b)  Collect  all  moneys  due  the  United  States  *  *  * 
and  account  to  the  United  States  for  all  moneys  col- 
lected or  disbursed     *     *     * ; 

(c)  Equip,  victual,  supply,  and  maintain  the  vessels, 
subject  to  such  directions,  orders  *  *  *  ^^d  in- 
spection as  the  United  States  may  from  time  to  time 
prescribe; 

(d)  *  *  *  The  Master  shall  be  an  agent  and  em- 
ployee of  the  United  States  and  shall  have  and  exercise 
full  control,  responsibility  and  authority  with  respect 
to  the  navigation  and  management  of  the  vessel.  The 
General  Agent  shall  procure  and  make  available  to  the 
Master  for  engagement  by  him  the  officers  and  men  re- 
quired by  him  to  fill  the  complement  of  the  vessel 
*  *  *  The  Officers  and  members  of  the  crew  shall 
be  subject  only  to  the  orders  of  the  Master.  All  such 
persons  shall  be  paid  in  the  customary  manner  with 
funds  provided  by  the  United  States  hereunder. 

.t  was  contemplated  by  the  berth  agency  agreement,  form 
3A  12-29-43,  in  effect  at  the  time  Caldarola  was  injured  (ibid., 
)p.  367-374),  which  provided  in  pertinent  part  as  follows: 

Article  1.  The  United  States  appoints  the  Berth 
Agent  as  its  agent  and  not  as  an  independent  contractor, 
to  conduct  the  business  of  vessels  assigned  to  it  by  the 
United  States  from  time  to  time. 

Article  2.  The  Berth  Agent  accepts  the  appoint- 
ment and  undertakes  and  promises  so  to  conduct  the 
business  for  the  United  States,  in  accordance  with  such 
directions,  orders,  or  regulations  as  the  United  States 
has  prescribed,  or  from  time  to  time  may  pre- 
scribe.    *     *     * 

Article  3A.  Unless  otherwise  directed  by  the  United 
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States,  the  Berth  Agent,  in  all  cases,  shall  to  the  best  of 
its  ability,  for  the  account  of  the  United  States: 

(a)  Perform  all  of  the  customary  duties  of  an  agent 
in  conducting  the  business  of  the  vessels  subject  to  this 
Agreement,  subject  to  the  orders  of  the  United  States 
as  to  voyages,  cargoes,  priorities  of  cargoes,  charters, 
rates  of  freight  and  other  charges  and  as  to  all  matters 
connected  with  the  use  of  the  vessclg;     *     *     * 

(b)  Collect  all  moneys  due  the  United  States  under 
this  Agreement  and  deposit,  remit,  or  disburse  the  same 
in  accordance  with  such  regulations  as  the  United  Stated 
may  prescribe  from  time  to  time,  and  account  to  the 
United  States    *     *     •; 

(c)  Provide  and  pay  for  all  fuel,  fresh  water,  stci'c- 
doring  and  other  cargo-handling  expense,  port  charges, 
wharfage  and  dockage,  pilotages,  agencies,  canal  dues, 
commissions,  and  consular  charges,  except  those  per- 
taining to  the  Master,  officers,  and  crew,  ♦  *  * 
Provided,  That,  where  the  United  States  has  entered  into 
agreements  for  any  of  the  foregoing  items  (such  as  for 
stevedoring  and  supplying  fuel),  the  Berth  Agent  shall 
see  that  the  items  are  furnished  pursuant  to  the  pro- 
visions of  such  agreements  and  shall  make  the  necessary 
arrangements  with  the  District  Manager,  or  other  repre- 
sentative of  the  United  States  therefor; 

(d)  Issue  or  cause  to  be  issued  to  shippers  customary 
freight  contracts  and  hills  of  lading  in  the  form  pre- 
scribed by  the  United  States,  and  prepare  manifests  and 
other  documents.  Where  appropriate,  issue  or  cause  to 
be  issued  to  passengers  customary  passenger  tickets  in 
the  form  prescribed  by  the  I'nitcd  States. 

In  view  of  the  fact  that  as  to  some  of  the  vessels  the  same 
person  might  act  both  as  general  agent  and  as  berth  agent  and 
the  fact  that  vessels  at  times  would  be  in  ports  where  it  would 
be  necessary  for  the  berth  agent  to  perform  the  duties  of  hus- 
banding the  vessel,  a  certain  overlapping  of  duties  and  powers 
was  necessarily  provided  for.  However,  none  of  these  powers  in- 
fringed upon  the  absolute  control  of  the  United  States,  through 
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the  master  over  the  navigation  and  physical  management  of  the 
vessel.  No  conflicts  could  arise  from  this  overlapping  of  duties 
between  the  general  agent  and  the  berth  agent  because  they 
were  avoided  or  resolved  in  practice  by  specific  orders  of  their 
common  principal,  the  United  States.  The  clear  line  of  au- 
thority vested  in  the  master  from  the  United  States  as  con- 
trasted with  the  overlapping  duties  of  general  agents  and  berth 
agents  indicates  clearly  that  the  master  was  directly  responsible 
to  the  United  States  and  not  to  the  general  agent  or  berth  agent. 

DIFFERENCE  FROM  COST-PLUS  CONTRACTOR  AGREEMENT 

Analysis  of  the  differences  between  the  general  agency  agree- 
ment, on  the  one  hand,  and  the  agreements  which  turned  the 
vessels  over  to  private  contractors  for  operation,  on  the  other, 
confirms  that  the  control  of  the  navigation  and  physical  man- 
agement of  the  Government's  vessels,  as  distinct  from  services 
in  attending  to  their  business  onshore,  was  in  the  United  States 
and  that  the  general  agent  no  more  than  the  berth  agent  was 
permitted  to  have  any  control  over  the  navigation  and  physical 
management  of  the  vessels.  As  typical  of  the  latter  group  of 
contracts  we  may  take  that  with  the  Roosevelt  Steamship  Com- 
pany, which  was  before  the  court  in  the  Brady  case,  and  the 
"Lump  Sum  Operating  Agreement,  1930,"  which  was  before 
the  Black  Committee  in  1935.  As  indicated  above,  the  texts 
of  both  are  readily  available  to  the  Court. 

Article  1  of  the  general  agency  agreement  expressly 
states  that  the  Government  appoints  the  general  agent  "as 
its  agent  and  not  as  an  independent  contractor,"  to  "man- 
age and  conduct  the  business  of  the  vessel."  On  the  contrary, 
paragraph  1  of  the  Special  Roosevelt  agreement  provides  that 
the  "managing  agent"  is  appointed  "to  manage,  operate,  and 
conduct  the  business  of  the  line";  and  paragraph  3  states  that 
the  vessels  are  allocated  "for  management  and  operation." 
The  1930  agreement  employed  a  similar  form  and  in  addition 
to  paragraph  14  provides  that  the  "managing  operator"  shall 
"assume  control"  of  "the  management  and  operation  of  the 
vessels."  Significantly,  such  provisions  are  carefully  excluded 
from  the  general  agency  agreement. 
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Article  3A  (a)  of  the  general  agreement  provides  that  the 
general  agent  shall  maintain  the  vessels  in  such  trade  as  the 
United  States  may  direct.  The  Government  is  thus  entirely 
free  to  issue  and  did  issue  detailed  orders  concerning  routes, 
voyages,  cargoes,  rates  of  freight,  and  all  similar  matters.  The 
special  Roosevelt  agreement,  on  the  other  hand,  within  the 
limitations  of  paragraphs  4  and  5,  concerning  the  number  of 
sailings  on  the  precise  trade  routes  specified  and  the  necessity 
for  contracting  in  the  trade  name  of  the  line,  leaves  the  entire 
operation  to  the  contractor's  discretion.  Paragraph  5  of  the 
1930  agreement  is  similar  in  effect.  Both  leave  the  times  and 
conditions  of  the  sailings  entirely  to  the  discretion  of  the 
operator. 

Article  3A  (c)  of  the  general  agency  agreement  requires 
the  general  agent  to  "equip,  victual,  supply,  and  maintain  the 
vessels"  as  directed  by  the  United  States  and  3A  (d)  requires 
the  general  agent  to  procure  the  master  and  crew.  But  it  is 
provided  that,  once  procured,  the  master  "shall  be  an  agent  and 
employee  of  the  Ihnted  States  and  shall  have  and  exercise  full 
control,  responsibility,  and  authority  with  respect  to  the  navi- 
gation and  management  of  the  vessel"  and  that  "the  oflficers 
and  members  of  the  crew  shall  be  subject  only  to  the  orders  of 
the  master."  Finally  it  directs  that  they  shall  be  paid  with 
funds  provided  by  the  United  States.  No  corresponding  lan- 
guage exists  in  the  old  agreements.  Paragraph  7  of  the  Roose- 
velt agreement  requires  the  managing  agent  to  "man,  equip, 
victual,  supply,  and  operate  the  vessels."  Paragraph  8  of  the 
1930  agreement  provides,  "The  Managing  Operator  shall,  at 
his  own  expense,  man,  operate,  victual,  navigate,  fuel,  and  sup- 
ply the  vessels,  and  shall  pay  all  port  charges,  pilotage,  taxes, 
and  all  other  costs  and  expenses.  The  only  restriction  upon 
the  operator  in  the  old  forms  is  that  the  licensed  officers  and 
chief  steward  are  to  be  subject  to  the  Government's  approval. 
Article  8  of  the  general  agency  agreement  states  that  the 
United  States  will  provide  insurance  against  all  insurable  risks 
including  marine,  war  and  protection  and  indemnity  risks, 
"which  insurance  shall  include  the  general  agent  and  the  ves- 
sel personnel  as  assureds."  Paragraph  14  of  the  special  Roose- 
velt agreement  and  paragraph  20  of  the  1930  agreement,  on  the 
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other  hand,  required  the  Government  to  provide  all  marine 
insurance,  but  required  the  operator  to  provide  all  protection 
and  indemnity  and  similar  form  of  insurance  which  the  Gov- 
ernment may  deem  necessary.  Protection  and  indemnity  in- 
surance covers  the  vessel's  liability  for  personal  injury  to  crew 
members  and  others  and  for  damage  to  cargo.  The  function 
of  providing  it  is  ordinarily  placed  upon  the  party  responsible 
for  the  navigation  and  management  of  the  vessel.  The  reten- 
tion in  the  Ignited  States,  by  the  general  agency  agreement,  of 
the  function  of  providing  protection  and  indemnity  insurance 
is  significant  as  showing  that  the  navigation  and  physical  man- 
agement of  the  vessel  is  completely  divorced  from  the  functions 
of  the  general  agent  in  husbanding  the  vessel  and  attending  to 
its  shoreside  activities. 

Article  14  of  the  general  agency  agreement  provides  that, 
unless  otherwise  instructed  and  "subject  to  such  regulations, 
instructions,  or  methods  of  supervision  and  inspection  as  may 
be  required  or  prescribed  h^  the  United  States,"  the  general 
agent  shall  "arrange  for  the  repair  of  the  vessels"  and  coop- 
erate with  representatives  of  the  United  States  in  making  any 
inspections  or  investigations  that  the  United  States  may  deem 
desirable.  Article  3 A  (c)  imposes  a  general  duty  of  mainte- 
nance. Paragraph  11  of  the  special  Roosevelt  agreement  simi- 
larly requires  the  managing  agent  to  "exercise  reasonable  care 
and  diligence  to  maintain  the  vessel."  But  paragraph  12  of  the 
Roosevelt  agreement  further  provides  that  the  Government 
shall  have  the  right  "to  survey  any  of  the  vessels  operated  by 
the  managing  agent  hereunder  to  satisfy  itself  that  they  are 
being  properly  maintained"  and  requires  the  managing  agent 
"to  give  such  representatives  as  the  owner  may  designate  from 
time  to  time  full,  free  and  complete  access  at  all  reasonable 
times  to  all  parts  of  the  vessels.  Paragraph  9  of  the  1930 
agreement  provides  that  "The  Managing  Operator  shall,  at  its 
own  expense  *  *  *  keep  said  vessels  *  *  *  in  sub- 
stantially the  same  condition  as  when  delivered,"  and  para- 
graph 5  reserves  the  right  for  the  Government  to  survey  the 
vessels  at  any  time.  Such  provisions  for  access  to  the  vessels, 
although  essential  in  the  earlier  agreements  when  the  United 
States  was  not  in  possession  of  the  vessels,  were  obviously  un- 
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necessary  in  the  1942  general  agency  agreement  since  the  mas- 
ter "as  agent  and  employee  of  the  United  States,"  exercising 
full  control  "with  respect  to  the  navigation  and  management 
of  the  vessel,"  would  hold  possession  of  the  vessel  for  the  United 
States  and  subject  to  its  access  at  all  times. 

The  financial  arrangements  for  the  vessels  also  tend  to  con- 
firm that  under  the  general  agency  agreement  the  vessels  are 
in  the  exclusive  control  of  the  Government.  The  Lump  Sum 
Operating  Agreement,  1930.  provides  that  the  managing 
operator  shall  pay  all  expenses  of  operation  and  in  paragraph 

18  states  that  he  "agrees  to  assume  for  his  own  account  all 
losses  incurred  in  the  operation"  and  that  any  profits  shall  be 
his  property.  The  Operator's  compensation  is  fixed  by  para- 
graph 21  at  a  lump  sum  for  each  voyage.  The  Roosevelt 
agreement,  on  the  other  hand,  provides  in  paragraphs  6,  7,  and 

19  for  an   ordinary   cost-plus -fixed-fee    type   of   operation. 
Article  7  of  the  general  agency  agreement,  by  contrast,  not  only 
requires  the  United  States  to  reimburse  the  general  agent  "for 
all  expenditures  of  every  kind  made  by  it  in  performing,  procur- 
ing or  supplying  the  services,  facilities,  stores,  supplies  or  equip- 
ment as  required  hereunder,"  but,  moreover,  provides  that  the 
United  States  may  advance  moneys  "to  provide  for  disburse- 
ments hereunder  in  accordance  with  such  regulations"  as  it 
shall  prescribe.     In  fact,  in  accordance  with  the  practice  codified 
in  Fiscal  Regulation  No.  6  (Revised),  January  1,  1944,  all  ex- 
penses are  paid  directly  from  funds  of  the  United  States  placed 
in  special  deposit  accounts  provided  for  in  the  forms  found  at 
pp.  386-394  of  Document  4  (Plaintiff's  Exhibit  7).     As  com- 
pensation. Article  5  of  the  general  agency  agreement  allows 
"such  fair  and  reasonable  amount"  as  the  Administrator  shall 
from  time  to  time  determine.    At  the  time  Caldarola  was  in- 
jured compensation  was  fixed  by  War  Shipping  Administration 
General  Order  No.  34,  December  31,  1943  (9  Fed.  Reg.  1059). 
The  basic  amount  totaled  $80  per  day  per  vessel  for  husbanding 
and  accounting  services.    General  agents  and  berth  agents 
performing  berth  or  port  services  are  also  compensated  by 
certain  amounts  measured  by  the  cargo  and  passengers  loaded 
or  unloaded.     All  compensation  is  subject   to  recapture  or 
renegotiation  to  the  extent  found  to  be  excessive  Under  both 
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the  Roosevelt  agreement  and  the  general  agency  agreement  the 
losses  and  profits  of  the  operators  fall  upon  the  United  States. 
The  general  agency  agreement,  however,  differs  in  that  the 
agent  is  no  longer,  as  in  the  old  forms,  an  independent  con- 
tractor, "managing  agent"  or  "managing  operator."  The 
general  agent  is  restricted  to  being  a  ship's  husband  acting 
merely  as  an  agent  and  under  detailed  government  control. 

OPERATION  UNDER  THE   1942  AGREEMENTS 

It  is  obvious  from  the  foregoing  analysis  that  general  agents 
and  berth  agents  in  the  operation  of  War  Shipping  Administra- 
tion vessels  are  mere  agents  limited  to  the  performance  of  shore 
side  or  nonnavigating  functions  under  general  supervision  and 
are  not  allowed  the  board  discretion  exercised  by  independent 
contractors  in  control  or  possession  of  the  vessels.  The  general 
agency  and  berth  agency  agreements  alike  made  every  action  of 
agents  subject  to  "such  directions,  orders  or  regulations"  as  the 
Government  should  prescribe.  And  in  fact  the  various  activi- 
ties of  the  agents  were  subjected  to  control  through  the  medium 
of  general  orders,  operations  regulations,  traffic  regulations, 
fiscal  regulations,  legal  bulletins,  auditing  and  accounting 
instructions,  insurance  instructions  and  medical  directives  and 
through  supervision  by  the  War  Shipping  Administration  with 
the  aid  of  some  5,000  employees  located  in  the  principal  ports, 
as  well  as  at  Washington.  The  discretion  of  agents  is  particu- 
larly circumscribed  by  three  practices  followed  by  the  War 
Shipping  Administration  in  operating  the  Government's  mer- 
chant fleet:  (1)  The  appointment  of  both  general  agents  to 
render  husbanding  services  and  berth  agents  to  render  port 
services  to  the  vessels,  (2)  the  Government's  execution  of 
master  contracts  for  the  principal  services  and  supplies  needed 
for  the  vessels,  and  (3)  the  requirement  of  Article  3A  (d)  that 
the  master  be  an  agent  of  the  United  States  and  not  of  the 
general  agent  and  the  crew  subject  only  to  the  orders  of  the 
master.  Such  practices  are,  of  course,  entirely  foreign  to  opera- 
tion by  independent  contractors,  as  well  as  to  private  peacetime 
operation,  for  in  those  the  independent  contractor  or  private 
operator  enjoys  unlimited  discretion  in  the  sources  and  methods 
of  services  and  supply. 
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The  restrictions  resulting  from  the  combined  use  of  berth 
agents  and  general  agents  are  many  and  War  Shipping  Admin- 
istration operations  bear  little  resemblance  to  peacetime 
operations.  Succinctly  stated,  just  as  general  agents  are 
charged  with  the  function  of  arranging  for  maintaining  and  sup- 
plying the  vessels  for  the  account  of  the  United  States,  so  berth 
agents  are  charged  with  the  correlative  function  of  arranging  for 
the  account  of  the  United  States  the  port  services  required  at 
each  end  of  the  route.  The  general  agent  "husbands"  the  vessel, 
consisting  principally  of  victualing,  supplying,  maintaining  and 
repairing,  while  the  berth  agent  performs  "port  services,"  con- 
sisting principally  of  arranging  for  the  handling  and  loading 
of  cargo.  At  foreign  ports,  moreover,  the  berth  agent,  in  addi- 
tion to  the  cargo  services,  arranges  for  all  husbanding  services 
required. 

Berth  agents  were  generally  chosen  for  routes  over  which 
they  had  previously  operated  vessels  during  peacetime  and 
had  developed  organizations  familiar  with  the  local  prob- 
lems peculiar  to  such  routes  and  the  conditions  of  loading 
and  discharge  at  their  ports.  The'y  were  appointed  on  the 
basis  of  their  special  competence  for  handling  special  routes. 
General  agents  were  appointed  on  the  basis  of  their  experi- 
ence in  husbanding  vessels.  Many  companies  acted  both  as 
general  agents  and  as  berth  agents  but  their  functions  only 
coincided  where  vessels  assigned  to  them  as  general  agents  were 
operated  over  routes  assigned  to  them  as  berth  agents.  The 
delineation  of  the  duties  of  general  agents  and  berth  agents  is 
fully  set  forth  in  War  Shipping  Administration  Operations  Reg- 
ulation No.  84,'  but  may  be  conveniently  illustrated  by  an 
example.  Thus  assume  that  the  A  Steamship  Company  was 
designated  general  agent  of  the  United  States  to  husband  a  ves- 
sel, S.  S.  Eks.  At  the  same  time  it  was  designated  as  berth  agent 
of  the  United  States  for  the  New  York  to  United  Kingdom 
route  over  which  it  had  been  a  peacetime  operator.  There- 
after the  A  Company  would  act  as  berth  agent  for  any  vessels, 
no  matter  what  general  agent  might  husband  them,  which 
operated  on  its  route — both  while  the  vessels  were  at  New 

1  The  text  of  Operations  Regulation  No.  84,  referred  to,  was  attached 
and  is  printed  infra,  pp.  A-26  et  seq. 
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Yurk  ajxl  when  they  arrived  in  the  United  Kinp;do!n.  And  it. 
would  do  so  again  on  their  return  to  New  York  if  the  repre- 
sentative of  the  War  Shipping  Administration  in  the  United 
Kingdom  who  had  charge  of  rerouting  directed  the  vessels  to 
return  to  New  York.  When  the  Eks  operated  on  that  route, 
A  Company,  as  general  agent,  would  therefore  render  berth 
agency  services  to  it  without  special  designation  as  berth  agent. 
Now  assume  the  B  Steamship  Company  was  designated  as 
berth  agent  for  a  route  from  the  Gulf  of  Mexico  to  the  United 
Kingdom.  When  the  Eks  was  assigned  to  make  a  voyage  to 
the  United  Kingdom  from  a  port  in  the  Gulf  of  Mexico,  the 
B  Company,  the  regular  berth  agent  for  that  route,  and  not 
the  A  Company,  the  ship's  husband,  would  act  as  berth  agent 
for  the  vessel  both  in  the  Gulf  of  Mexico  and  on  its  arrival  in 
the  United  Kingdom.  And  this  even  though  the  A  Company, 
the  general  agent  for  the  Ehs,  was  acting  as  berth  agent  for 
the  same  port  in  the  United  Kingdom  for  vessels  on  its  New 
York-United  Kingdom  route.  In  other  words,  although  a  gen- 
eral agent  is  acting  as  berth  agent  in  the  United  Kingdom  for 
vessels  from  United  States  North  Atlantic  ports,  it  will  not  act 
as  berth  agent  for  vessels  arriving  from  a  United  States  Gulf 
port  even  though  the  vessels  should  be  among  those  assigned  to 
it  as  general  agent.  Conversely,  the  B  Compauy,  acting  as 
berth  agent  for  the  Gulf  of  Mexico-United  Kingdom  route,  and 
not  the  A  Company,  the  general  agent,  would  perform  the 
-duties  of  husbanding  the  Eks  in  the  United  Kingdom. 

The  powers  of  general  agents  and  berth  agents  were  alike 
restricted  when  vessels  entered  the  immediate  war  zone  areas. 
In  those  cases  the  Government  performed  all  such  services 
either  by  the  military  authorities  or  by  the  War  Shipping  Ad- 
ministration's own  foreign  service  representatiA'es.  (Organized 
under  War  Shipping  Administration  Administrative  Order  2, 
Supplement  4,  September  26,  1942,  and  4A  (Revised),  see  also 
Administrative  Order  52,  December  3,  1943.)  At  the  height 
of  operations,  War  Shipping  Administration  maintained  a  staff 
of  675  employees  located  in  almost  every  foreign  port  in  the 
world  in  which  its  vessels  were  operating.  Operating  regions, 
headed  by  a  Regional  Director  reporting  directly  to  the  War 
Shipping  Administrator,  were  set  up  to  cover  all  foreign  areas. 
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Port  Representatives,  port  engineers,  and,  in  some  cases,  sup- 
plemental administrative  and  legal  personnel  were  assigned  at 
important  ports  in  such  areas  to  carry  out  the  functions  of  the 
War  Shipping  Administration.  Foreign  service  personnel  was 
transferred  from  port  to  port  as  the  war  theatres  changed  and 
new  fronts  became  active.  Even  at  present,  in  Japan  and 
Korea,  no  American  steamship  companies  have  been  permitted 
to  operate.  The  business  of  Government  merchant  vessels  oper- 
ating in  those  areas  is  still  handled  exclusively  by  the  foreign 
service  representatives  of  the  Maritime  Conmiission  as  suc- 
cessor to  the  War  Shipping  Administration,  operating  through 
the  military  authorities. 

General  agents  were  further  restricted  in  the  extent  of  their 
authority  by  the  action  of  the  Government  in  entering  into 
master  contracts  for  the  procurement  of  various  services  and 
supplies  required  by  general  agents  and  berth  agents  for  hus- 
banding the  vessels  and  affording  them  port  services.  Thus, 
master  contracts  for  repairing,  terminal  operation,  stevedoring, 
bunkering,  and  food  stocki)iIing  were  entered  into  by  the  Gov- 
ernment. (See  pp.  408-583  of  Document  4,  Plaintiff's  Exhibit 
7.)  All  repairs  to  vessels  under  general  agency  agreements 
were  performed  under  one  of  several  types  of  repair  contracts 
(pp.  408-496),  which  included  both  master  contracts  for  prin- 
cipal repairs  and  special  contract  forms  to  be  used  by  agents  in 
Njontracting  in  the  name  of  the  United  States  for  isolated  repairs 
when  repair  contractors  under  master  contracts  were  not  avail- 
able. Eventually,  all  oil  bunkers  and  Diesel  fuels  supplied  were 
delivered  to  the  master  of  the  vessel  pursuant  to  orders  placed 
by  the  general  agent  on  his  requisition  under  contracts  desig- 
nated Warshipfuel  and  Warshipdiesel  (pp.  550-554).  A  con- 
tract designated  Warshipfood  (pp.  556-564)  was  also  prepared 
and  executed  in  various  ports  to  assure  adequate  supplies  of 
scarce  foods  for  vessels.  Similar  arrangements  were  made  in 
respect  of  towage  services  in  various  ports  (Operations  Regu- 
lation 27  and  supplements). 

Even  in  the  absence  of  master  contracts,  the  War  Shipping 
Administration  instructed  agents  in  many  respects  as  to  the 
tei-ms  of  the  contracts  they  were  authorized  to  make.  In  ac- 
cordance with  the  agency  agreements,  the  provisions  of  Legal 
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Bulletin  No.  1  (September  22,  1942)  and  General  Order  No. 
42  (9  Fed.  Reg.  4110),  such  contracts  for  vessel  supplies  and 
services  were  required  to  be  executed  in  the  name  of  the  United 
States  and  agents  were  referred  to  in  that  capacity  only.  It 
is  believed  attention  should  be  drawn  to  the  provisions  of  cer- 
tain Operations  Regulations  and  their  supplements,  particu- 
larly Nos.  27  (Towage  Tontrncts),  S4  (Duties  of  Berth  Agents, 
General  Agents,  and  Agents),  97  (Bunker  Oil  Contracts),  99 
(Supplemental),  and  2  (Pilferage).  While  some  of  these  regu- 
lations were  issued  subsequent  to  the  date  of  Caldarola's  injury, 
the  procedures  codified  therein  had  been  established  at  an 
earlier  date.  The  close  character  of  the  control  exercised  over 
general  agents  and  berth  agents  is  further  indicated  by  the 
duties  assigned  to  the  various  units  of  the  War  Shipping  Ad- 
ministration Division  of  Operations,  as  indicated  in  Adminis- 
trative Order  No.  50,  together  with  Supplements  1,  8,  13,  and 
17  thereto. 

The  most  significant  restriction  on  general  agents  is  the  lack 
of  control  over  the  masters  and  crews  serving  on  vessels  assigned 
to  them  which  results  from  the  requirement  of  Article  3A  (d) 
that  the  master  shall  be  the  agent  of  the  United  States  (not  of 
the  general  agent),  and  in  the  exercise  of  his  duties  in  the  navi- 
gation and  management,  has  exclusive  control  over  the  vessel 
and  its  crew.  General  agents  are  thus  confined  to  procuring 
the  crews  and  serving  as  the  channel  of  command  between  the 
War  Shipping  Administration  and  the  master.  In  1942,  at  the 
commencement  of  War  Shipping  Administration  operations, 
collective  bargaining  agreements  between  the  maritime  unions 
and  the  steamship  companies  were  continued  in  force  in  ac- 
cordance with  the  so-called  Statements  of  Policy  of  May  4 
and  May  12,  1942,  signed  jointly  by  representatives  of  the  Ad- 
ministration and  the  unions  (see  War  Shipping  Administration 
Operations  Regulation  No.  1 ) .  Subsequent  changes  in  wages 
and  working  conditions  were  approved  by  the  War  Shipping 
Administration,  and  where  required,  by  the  War  Labor  Board, 
before  being  placed  in  effect  by  the  Administration.  More- 
over, a  Division  of  Maritime  Labor  Relations  was  created  by 
Administrative  Order  20  of  June  10,  1942,  for  the  purpose  of 
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Iiandling  labor  relations  problems  arising  in  the  course  of  opera- 
tions and  insuring  the  continuance  of  proper  labor  relations. 

The  relationship  between  the  seamen  and  the  vessel  is 
brought  home  to  them  in  such  a  way  that  they  can  never 
have  any  reasonable  doubt  that  they  were  serving  on  Unit€d 
States  owned  and  operated  vessels.  The  articles  of  employ- 
ment signed  by  the  seaman  designate  the  United  States  as  the 
owner  of  the  vessel  and  the  general  agent  as  its  agent.  There- 
after he  is  directly  supervised  and  controlled  Vjy  the  master 
throughout  the  entire  course  of  the  voyage.  A  certificate  of 
ownership  as  well  as  copy  of  the  articles  is  conspicuously  posted 
on  board  and  seamen  are  thus  constantly  aware  that  they  are 
serving  on  a  vessel  owned  and  operated  by  the  United  States. 
Upon  termination  of  the  voyage  wages  are  paid  to  members 
of  the  crew  by  the  master  in  the  presence  of  a  Shipping  Commis- 
sioner. Funds  for  the  purpose  are  made  available  to  the  gen- 
eral agent  by  the  Administration  through  deposit  in  the  special 
joint  bank  accounts  set  up  in  the  name  of  the  agent  "as  gen- 
eral agent  for  the  War  Shipping  Administration."  These  pro- 
cedures inevitably  brought  home  to  the  seaman  his  status  was 
that  of  an  employee  of  the  United  States. 

It  is  believed  that  the  above  explanation  of  the  roles  of  berth 
agents  and  master  contracts  and  the  status  of  masters  and 
crews  as  employees  of  the  United  States  shows  that  in  their 
operations  general  agents  clearly  were  not  authorized  to  exer- 
cise the  rights  of  an  owner  pro  hac  vice  in  manning,  navigat- 
ing, and  managing  the  vessels  assigned  to  them.  For  your  fur- 
ther assistance  there  is  submitted  with  this  letter  a  collection  of 
official  documents  referred  to  herein  so  far  as  they  are  not 
included  in  Document  4  (Plaintiff's  Exhibit  7). 

CONCLUSION 

It  is  believed  that  the  foregoing  explanation  conclusively 
establishes  the  purpose  of  the  War  Shipping  Administration 
in  undertaking  direct  operation  of  its  vessels  by  masters  and 
crews  subject  exclusively  to  its  control.  The  purpose  appears 
to  have  been  threefold:  First,  to  retain  for  government  shipping 
the  right  to  invoke  sovereign  immunity  from  foreign  and  local 
inspection,  regulation,  and  taxation;  Second,  to  obtain  for  gov- 
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eminent  shipping  the  freedom  from  strikes  or  labor  stoppages 
which  results  from  preserving  the  status  of  all  seamen  on  War 
Shipping  Administration  vessels  as  government  employees; 
Third,  to  insure  the  preservation  of  indispensable  wartime 
secrecy  by  confining  all  litigation  which  might  in  any  way  in- 
volve the  navigation  and  physical  management  of  government 
vessels  to  the  admiralty  courts  where  necessary  security  meas- 
ures could  be  applied.  It  is  believed  that  the  explanation  fur- 
ther shows  beyond  the  possibility  of  doubt  that  operatioiT  under 
the  general  agency  and  berth  agency  agreements,  as  carried 
out  by  the  regulations  and  master  contracts  of  the  War  Ship- 
ping Administration,  was  direct  government  operation,  differ- 
ing in  every  essential  respect  from  the  peacetime  contract  op- 
erations involved  in  cases  such  as  Quinn  \.  Soitthgatc -Nelson 
Co.  and  Brady  v.  Roosevelt  S.  S.  Co.  ■ 
Respectfully. 

(Sgd.)     Wade  H.  Skinner, 

General  Counsel. 


APPENDIX  C 

Operations  Regulations  Xo.  84.  (Revised) 

pertaining  to  all  vessels  owned  by  oe  under  charter  to 
the  war  shipping  administration 

(Dry  cargo  and  passenger  vessels) 

Subject:  Definition  of  duties  of  berth  agents,  general  agents, 
and  agents 

Operations  Regulation  Xo.  84,  dated  December  29,  1943, 
and  Supplement  Xo.  1  thereto,  dated  March  22,  1944,  are  con- 
solidated and  amended  to  read : 

General  Order  Xo.  21,  Supplement  Xo.  4,  prescribes  a  revised 
form  of  service  agreement  for  Berth  Agents,  which  requires 
the  Berth  Agent  to  account  directly  to  the  Administration, 
instead  of  to  the  Agent  or  General  Agent  with  respect  to  ac- 
counts that  have  not  been  rendered  to  the  Agent  or  General 
Agent,  prior  to  January  1,  1944.  Otherwise,  the  outstanding 
regulations  defining  the  duties  of  the  Berth  Sub- Agents,  Agents 
and  General  Agents  will  govern  with  respect  to  services  ren- 
dered, prior  to  January  1,  1944.  Effective  January  1,  1944, 
the  duties  of  the  Berth  Agent  and  the  Agent  or  General  Agent 
will  be  as  follows : 

(1)  Unless  otherwise  directed  by  the  Administration,  the 
Berth  Agent  shall  in  all  cases,  for  the  account  of  the  Admin- 
istration : 

(a)  Book  the  cargo  and  expedite  its  delivery  along- 
side ship.  Issue  or  cause  to  be  issued  to  shippers  cus- 
tomary freight  contracts,  and  bills  of  lading  in  the  form 
prescribed  by  the  Administration,  and  prepare  mani- 
fests and  other  cargo  documents.  Where  appropriate, 
book  passengers  and  issue  or  cause  to  be  issued  to  pas- 
sengers customary  passenger  tickets  in  the  form  pre- 
scribed by  the  Administration.    Handle  mails; 
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(b)  Collect  all  moneys  due  the  United  States  under 
the  Berth  Agency  Service  Agreement  and  deposit,  re- 
mit, or  disburse  the  same  in  accordance  with  such  regu- 
lations as  the  Administration  may  prescribe  from  time 
to  time,  and  account  to  the  Administration  for  all 
moneys  collected  or  disbursed  by  it  or  its  Agents  ; 

(c)  While  the  vessel  is  under  assignment  to  the  Berth 
Agent,  appoint  subagents  at  foreign  and  intermediate 
ports  of  call  for  the  receipt  or  delivery  of  cargo  or  for 
orders,  and,  subject  to  the  provisions  of  paragraphs  (2), 
(3),  and  (4)  hereof,  appoint  subagents  at  domestic 
ports  ; 

(d)  While  under  his  assignment  arrange  entrance 
and  clearance  of  vessel  at  all  foreign  ports,  except  as 
provided  in  paragraph  6  (a),  including  entrance  at  the 
first  port  of  loading  and  clearance  from  the  last  port 
of  discharge. 

(e)  Pay  agency  fees,  port  charges,  and  cargo  expenses 
in  foreign  and  domestic  ports,  including  fees  and  ex- 
penses incurred  pursuant  to  paragraph  (6)  where  the 
Berth  Agent  has  been  appointed  to  act  in  such  matters 
as  the  agent  of  the  General  Agent  or  owner,  pursuant 
to  paragraph  (6)  (b)  ; 

(f )  Adjust  and  settle  cargo  claims  in  accordance  with 
the  provisions  of  Wartime  Insurance  Instructions  No.  1, 
as  amended. 

(g)  Make  all  necessary  arrangements  for  the  transit 
of  canals,  except  the  Panama  Canal  as  provided  for  in 
paragraph  (5)  (b). 

(h)  The  Berth  Agent  shall  notify  the  Agent  or  Gen- 
eral Agent  in  advance  of  any  requirements  peculiar  to 
the  trade  which  relate  to  the  duties  of  the  Agent  or 
General  Agent  such  as  arrangements  for  dunnage,  slings, 
fresh  water,  draft,  etc.,  affecting  the  projected  voyage  in 
the  service  of  the  Berth  Agent. 

(2)  Where  the  Agent  or  General  Agent  does  not  provide 
its  own  facilities  in  the  United  States  port  of  loading  or  dis- 
charge, and  when  not  otherwise  directed  or  approved  by  the 
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Administration,  the  Berth  Agent  shall  for  the  account  of  the 
Administration : 

(a)  Receive  and  deliver  the  cargo,  passengers,  and 
mail;  provide  and  pay  for  stevedoring  and  other  cargo- 
handling  expenses,  port  charges,  wharfage  and  dock- 
age, pilotage,  commissions,  and  consular  charges  (ex- 
cept those  pertaining  to  the  master,  officers,  and  crew) 
and  all  other  expenses  in  connection  with  the  handling 
of  the  cargo,  passengers,  and  mail. 

(3)  Where  the  Agent  or  General  Agent  provides  its  own 
facilities  in  the  United  States  port  of  loading  or  discharging, 
and  when  not  otherwise  directed  by  the  District  Director  in 
charge  of  the  port  where  the  services  are  performed,  the  Agent 
or  General  Agent  shall  for  account  of  the  War  Shipping  Admin- 
istration perform  the  duties  provided  in  paragraph  (2)  of  this 
regulation,  but  the  Berth  Agent  shall  have  the  right  to  employ 
a  Head  Receiving  or  Delivery  Clerk  to  supervise  the  operation 
of  receiving  and  delivering  cargo. 

(4)  Where  the  Agent  or  General  Agent  and  the  Berth  Agent 
both  provide  their  own  facilities  in  the  United  States  port  of 
loading  or  discharge,  the  duties  provided  in  paragraph  (2)  of 
this  regulation  shall  be  performed  for  the  account  of  the  War 
Shipping  Administration  as  directed  by  the  District  Director 
in  charge  of  the  port  where  the  services  are  performed. 

(5)  Except  as  otherwise  directed  by  the  Administration,  the 
Agent  or  General  Agent  for  account  of  the  War  Shipping  Ad- 
ministration shall,  in  all  cases: 

(a)  Order  and  pay  for  fuel,  after  consultation  with 
the  Berth  Agent,  and  follow  such  instructions  with  re- 
gard thereto  as  shall  be  issued  by  the  Administration 
from  time  to  time  ; 

(b)  Make  all  necessary  arrangements  for  transit  of 
the  Panama  Canal. 

(6)  Except  as  otherwise  directed  by  the  Administration,  the 
owner  or  General  Agent  shall  in  all  cases : 

(a)  Appoint  subagents  to  handle  the  vessels'  busi- 
ness, such  as  repairs,  restowage  of  cargo,  matters  involv- 
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ing  General  Average,  etc.,  and  where  the  ship  calls  for 
orders  between  berth  agency  assignnients. 

(b)  The  War  Shipping  Administration  requests  that 
as  far  as  practicable  all  General  Agents  use  the  sub- 
agents  of  the  Berth  Agents  at  foreign  ports  for  the 
handling  of  the  vessels'  business,  in  addition  to  the  cargo 
activities  performed  by  such  subagents  for  the  Berth 
Agent.  It  is  also  deemed  desirable  that  the  same  pro- 
cedure be  followed  with  respect  to  time-chartered  ves- 
sels and  it  is  requested  that  Time  Charter  Agents  ask 
the  owners  of  all  vessels  time  chartered  to  the  Admin- 
istration to  use  the  subagents  of  the  Berth  Agents  at 
foreign  ports  in  similar  instances  and  to  authorize  the 
latter  to  reimburse  the  subagent  for  expenses  properly 
incurred  for  the  owner's  account. 

(c)  In  every  case  where,  in  accordance  with  paragraph 
(a)  hereof,  the  foreign  subagent  of  a  Berth  Agent  is 
used,  the  Berth  Agent  hereby  is  authorized  to  reimburse 
the  foreign  subagent  out  of  War  Shipping  Administra- 
tion funds  for  any  husbanding  expenses  incurred  for 
such  vessel  which  are  for  account  of  the  War  Shipping 
Administration  and  when  so  authorized  by  the  owner 
in  the  instance  of  a  time-chartered  vessel,  for  account 
of  such  owner.  The  Berth  Agent  shall  submit  to  the 
General  Agent  or  to  the  owner  of  the  time-chartered 
vessel,  as  the  case  may  be,  the  invoices  and  other  docu- 
ments covering  all  such  husbanding  expenses  and  shall 
collect  from  them  the  amounts  of  such  expenses.  In  the 
event  the  General  Agent,  or,  in  the  instance  of  a  time- 
chartered  vessel,  the  owner  has  reason  to  question  or  dis- 
approve the  payment  of  any  particular  item,  same  shall 
be  referred  by  them  to  the  Berth  Agent  for  adjustment 
with  the  subagent.  This  provision  is  stipulated  be- 
cause of  the  General  Agent's  and  owner's  over-all  re- 
sponsibility for  the  husbanding  of  the  vessel,  although 
it  is  the  purpose  of  this  regulation  to  permit  the  Berth 
Agent  promptly  to  reimburse  foreign  subagents  for  serv- 
ices rendered. 
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(7)  The  Berth  Agent  shall  promptly  notify  the  Agent  or 
General  Agent  of  all  known  deviations  or  intended  deviations 
under  the  terms  of  the  bill  of  lading  or  affreightment  contract. 
It  shall  be  the  responsibility  of  the  Agent  to  immediately  trans- 
mit such  notification  to  the  owner  of  a  vessel  under  time  charter. 
Upon  receipt  of  such  information  the  General  Agent  or  owner 
shall  promptly  notify  the  P.  &  I.  Underwriters  pursuant  to 
policy  requirements.  Such  exchanges  or  notifications  shall  be 
made  pursuant  lo  applicable  provisions  of  War  Shipping 
Administration  security  orders  and  regulations. 

(8)  All  Agents,  General  Agents,  and  owners  shall  attend  to 
matters  in  connection  with  ^Marine  casualties  and  resulting 
claims  in  accordance  with  appropriate  instructions  issued  by 
the  Director,  Division  of  Wartime  Insurance. 

(Sgd.)     G.  H.  Helmbold, 
G.  H.  Helmbold, 
Assistant  Deputy  Adviinistrator  for  Ship  Operations. 
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In  the  District  Court  of  the  United  States  for  the 
Northern  District  of  California,  Southern 
Division 

Civil  Action  No.  26230G 

WARREN  W.  DUNNELL, 


Plaintiff, 


vs. 


SAFEWAY  STORES,  INC,  a  Corporation  of  the 
State  of  Maryland, 

Defendant. 

COMPLAINT  IN  EQUITY  UNDER  THE 
TRADE-MARK  LAWS  TO  REQUIRE  THE 
COMMISSIONER  OF  PATENTS  TO  REG- 
ISTER A  TRADE-MARK 

Plaintiff  complains  and  alleges: 

I. 

That  the  jurisdiction  of  this  r-oui-t  of  the  subject- 
matter  of  this  complaint  depends  upon  the  fact  that 
the  cause  of  action  arises  under  the  trade-mark  laws 
of  the  United  States,  and  particularly  as  set  forth 
in  §  4915  R.  S.  U.  S,  United  States  Code,  Title  35, 
§  63  (applying  particularly  to  patents),  and  Title  15, 
§  89,  construed  before  and  after  its  [1*]  enactment 
as  making  §  4915  R.  S.  U.  S.  applicable  to  trade- 
mark application  proceedings,  and  annotations.  Fed- 
eral Code  Annotated,  under  Title  15.  §  89,  page  736. 

*Page  numbering  appearing  at  foot  of  page  of  original  certified 
Transcript  of  Record. 


Warren  W.  Bunnell  3 

11. 

That  plaintiff,  Warren  W.  Bunnell,  is  a  citizen 
of  the  United  States,  residing  in  the  City  of  Los  An- 
geles, county  of  Los  Angeles,  and  state  of  California. 

•  III. 

That  defendant,  Safeway  Stores,  Inc.,  is  a  corpo- 
ration organized  and  existing  under  and  by  virtue 
of  the  laws  of  the  state  of  Maryland,  doing  business 
within  the  state  of  California  and  having  its  prin- 
cipal place  of  business  at  the  city  of  Oakland,  in  the 
county  of  Alameda  and  the  state  of  California. 

IV. 

That  in  October,  1933,  plaintiff  Dunnell,  doing 
business  under  the  fictitious  name  of  Sani-Gard 
Sales  Company,  acquired  title,  under  the  common 
law  by  adoption  and  use  prior  to  all  others,  to  the 
trade-mark  "Safe  Way"  as  applied  to  tissue  paper 
toilet  seat  covers ;  and  thereafter,  beginning  early  in 
1934,  continued  up  to  the  filing,  on  April  12,  1944, 
(a  period  of  over  ten  years)  of  a  notice  of  opposi- 
tion filed  by  defendant  herein  to  an  aT)])]ieation,  later 
herein  described,  by  said  plaintiff,  Warren  W.  Dun- 
nell, for  registration  under  federal  laws  of  said 
trade-mark  *'Safe  Way"  as  so  applied,  extensively 
to  sell  and  distribute  such  product  mider  said  trade- 
mark "Safe  Way"  in  domestic  interstate  and  for- 
eign commerce,  during  said  period  of  over  ten  years 
plaintiff  Bunnell  selling  and  distributing  in  said 
commerce  73,567,000  toilet  seat  covers  under  his  said 
trade-mark  [2]  "Safe  Way." 
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V. 

That  of  said  73,567,000  toilet  seat  covers  so  sold 
and  distributed  by  plaintiff  as  set  forth  in  the  im- 
mediately preceding  paragraph  hereof,  4,080,000  of 
said  toilet  seat  covers  mider  said  trade-mark  were 
sold  and  distributed  by  applicant  \^^thLll  the  state  of 
California,  the  state  of  the  principal  place  of  busi- 
ness of  defendant  Safeway  Stores,  Inc. 

VI. 

That  during  the  period  referred  to  in  Paragraph 
IV  of  this  complaint,  ])laintiff  sold  and  distributed 
over  2,000,000  of  said  toilet  seat  covers  under  said 
trade-mark  "Safe  Way"  in  Oakland  and  San  Fran- 
cisco, California,  territory  very  close  to  defendant's 
principal  place  of  business. 

VII. 

That  toilet  seat  covers  are  not  among  the  items 
which  have  ever  been  manufactured,  caused  to  be 
manufactured,  offered  for  sale,  or  sold,  by  opposer 
or  any  of  its  subsidiary'  stores  under  the  trade-mark 
"Safe  Way,"  or  under  any  other  name  or  at  all; 
that  toilet  seat  covers  are  totally  unsuitable  for  sale 
in  opposer 's  stores,  or  any  of  them;  that  defendant 
Safeway  Stores,  Inc.,  has  expressly  admitted  that 
such  product,  toilet  seat  covers,  is  not  suitable  for 
sale  in  any  of  its  stores;  that  said  defendant  has  re- 
fused to  stock  or  attempt  to  sell  toilet  seat  covers 
under  any  name.  [3] 
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VIII. 

That  the  toilet  seat  covers  of  plaintiff  Bunnell  are 
only  sold  to  a  very  special  class  of  purchasers, 
namely,  public  service  concerns,  such  as  transpor- 
tation lines,  newspaper  offices,  public  service  sta- 
tions, and  others,  who  purchase  from  plaintiff  Bun- 
nell and  distribute  gratis  to  members  of  the  public 
utilizing  their  toilet  facilities;  that  plaintiff,  Safe- 
way Stores,  is  not  in  such  class  of  purchasers  and 
does  not  sell  to  such  purchasers. 

IX. 

That  while  it  is  true  Safeway  Stores,  Inc.,  has 
a  good  reputation  in  the  sale  of  grocery  items,  such 
reputation  is  only  the  reputation  of  any  good  gro- 
cery store  in  the  selection  and  offer  for  sale  of  popu- 
lar brands  of  merchandise  of  various  food  producers 
or  manufacturers,  while  Plaintiff  Dunnell's  I'eputa- 
tion  in  the  distribution  and  sale  of  toilet  seat  covers 
under  the  trade-mark  "Safe  Way"  is,  as  to  any  such 
reputation  of  opposer  in  the  sale  of  said  item,  as 
73,567,000  is  to  nothing— as  defendant  Safeway 
Stores,  Inc.,  has  never  had  any  such  product  to  sell, 
and  has  never  even  expressed  a  desire  or  intention 
to  ever  sell  such  product. 

X. 

That  dnri]ig  the  time  from  the  first  adoption  and 
use  of  said  trade-mark  "Safe  Way"  by  plaintiff  as 
heretofore  alleged,  plaintiff  never  in  any  of  his  cata- 
logue  listings,   or  otherwise,   advertised   the   name 
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"Safe  Way,"  but  listed  and  advertised  only  under 
the  fictitious  name  under  which  plaintiff  [4]  was 
operating,  i.e.,  Sani  Gard  Cover  Company  or  Sani 
Card  Sales  Company,  and  during  all  of  such  time 
no  instance  of  confusion  by  any  of  the  purchasing 
public  of  such  merchandise  or  any  of  the  purchasers 
at  defendant's  grocery  stores  as  to  source  of  manu- 
facture of  said  toilet  seat  covers  under  said  trade- 
marlv  ever  occurred,  and  there  was  no  instance  of 
confusion  of  anyone  as  to  the  source  of  manufac- 
ture or  distribution  of  plaintiff's  said  product  under 
said  name. 

XI. 

That  defendant  and  those  from  wliich  it  acquired 
title  of  the  name  "Safeway"  as  applied  to  grocery 
stores,  at  no  time  during  plaintiff's  said  wide  and  ex- 
tensive use  of  snid  trade-mark  "Safe  Way"  as  ap- 
})lied  to  toilet  seat  covers,  ever  comi)lained  to  plain- 
tiff or  any  of  his  agents  or  distributors  of  any  ])os- 
sible  confusion  or  injury  to  defendant  resulting  or 
likely  to  result  from  plaintiff's  said  continued  use 
of  said  trade-mark  as  aforesaid,  and  defendant  and 
its  predecessors  have  been  guilty  of  laches  in  failing 
to  complain  of  said  use  during  the  many  years  that 
plaintiff  built  up  a  national  and  international  rejm- 
tation  and  good  will  hi  said  sales  distribution,  and 
that  defendant  is  guilty  of  laches  (if  it  had  any  pos- 
sible cause  of  complaint)  in  failing,  during  plain- 
tiff's exclusive  long  continued  national  and  interna- 
tional use  of  said  trade-mark,  to  protest  against  said 
continued  use  of  said  trade-mark  "Safe  Way"  as  so 
applied  by  applicant. 
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XII. 

That  on  the  19th  clay  of  May,  1942,  plamtife  Dun- 
nell  filed  in  the  United  States  Patent  Office  an  ap- 
plication. Serial  No.  453,099,  for  registration  of  said 
trade-mark  "Safe  [5]  Way"  as  applied  to  said 
toilet  seat  covers  under  Federal  laws,  and  after  due 
proceedings  had  on  such  application  on  the  26th  day 
of  February,  1944,  said  mark  was  passed  for  publi- 
cation in  the  Official  Gazette  of  March  21,  1944,  and 
was  thereafter  duly  published. 

XIII. 

That  thereafter,  on  the  12th  day  of  April,  1944,  a 
notice  of  opposition  was  filed  in  the  United  States 
Patent  Office,  No.  23,281,  by  defendant  Safeway 
Stores,  Inc.,  to  the  registration  of  plaintiff  Bunnell 
of  said  trade-mark  on  the  alleged  ground  that  the 
name  ''Safe  Way"  was  a  dominant  part  of  said 
defendant's  corporate  name,  and  that  its  registra- 
tion as  a  trade-mark  for  toilet  seat  covers  does  and 
would  cause  damage  to  defendant-opposer,  Safeway 
Stores,  Inc. 

XIV. 

That  on  the  5th  day  of  June,  1944,  plaintiff  Bun- 
nell in  said  application  for  registration  of  said 
trade-mark,  S.  N.  453,099,  and  in  said  opposition 
No.  23,281,  filed  his  answer  to  said  notice  of  oppo- 
sition, and  thereafter  testimony  on  behalf  of  each 
of  the  parties  to  said  opposition  No.  23,281  was 
taken  and  duly  filed  in  the  Patent  Office. 
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XV. 

That  thereafter,  after  a  decision  by  the  Examiner 
of  Interferences  of  the  United  States  Patent  Office 
in  said  Opposition  No.  23,281,  denying  said  regis- 
tration to  applicant-plaintiff  Dnnnell  of  said  trade- 
mark, an  a])peal  was  taken  by  applicant-plaintiff 
Bunnell  from  said  decision  of  said  [6]  Examiner 
of  Interferences  to  the  Commissioner  of  Patents. 

XVI. 

That  thereafter,  on  the  24th  day  of  April,  1946, 
the  Commissioner  of  Patents  rendered  his  decision 
on  appeal  in  said  o]ipositi(m  proceeding,  No.  23,281, 
affirming  the  decision  of  the  Examiner  of  Interfer- 
ences and  refusing  to  register  the  said  trade-mark 
''Safe  Way"  as  so  applied,  to  applicant-plaintiff 
Dmmell. 

XVII. 

That  i)laintiff  Dnnnell  was  and  is  dissatisfied  with 
said  decision  of  the  Commissioner  of  Patents  im- 
mediately above  described,  denying  his  application 
for  registration  of  said  trade-mark  "Safe  Way," 
and  did  not  and  has  not  appealed  to  the  Ignited 
States  Court  of  Customs  and  Patent  Appeals  (as 
authorized  by  the  statute,  U.  S.  Code,  Title  15,  §  89) 
but,  following  the  procedure  set  forth  in  U.  S.  Code 
Title  35,  §  63,  has  elected  instead  of  so  appealing 
to  file  this  bill  in  equity  imder  said  statute  in  this 
district  court. 


Warren  W.  Bunnell  9 

XVIII. 

That  the  denial  by  the  Commissioner  of  Patents 
of  plaintiff's  said  application  for  registration  of  said 
trade-mark  ''Safe  Way"  as  applied  to  tissue  paper 
toilet  seat  covers,  his  title  to  said  trade-mark  being 
undisputed,  will  cause  great  injury  to  plaintiff  by, 
among  other  things,  denying  him  access  to  the  Fed- 
eral courts  in  certain  suits  for  infringement,  and 
the  granting  of  said  plaintiff's  said  [7]  application 
for  registration  cannot  possibly  damage  or  injure 
defendant  in  any  way. 

Wherefore,  plaintiff  demands  that,  notwithstand- 
ing the  denial  by  the  Commissioner  of  Patents  of 
applicant's  request  for  registration  of  said  trade- 
mark as  so  applied,  the  Commissioner  of  Patents 
be  authorized  and  directed  to  register  said  trade- 
mark as  requested  in  said  application  for  registra- 
tion; that  plaintiff  recover  his  costs  in  this  pro- 
ceeding; and  that  the  court  grant  such  other,  fur- 
ther and  different  relief  as  to  the  court  shall  seem 
meet. 

WARREN  W.  BUNNELL, 
By  WESTALL  &  WESTALL,' 
JOSEPH  P.  WESTALL  and 
EBWARB  P.  WESTALL, 

His  Attorneys. 

By  /s/  JOSEPH  P.  WESTALL. 
/s/  CHAS  M.  FRYER.  [8] 
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State  of  California, 
County  of  Los  Angeles — ss. 

Warren  W.  Bunnell,  being  by  me  first  duly 
sworn,  dej)oses  and  says :  That  he  is  the  plaintiff  in 
the  foregoing  and  above-entitled  action;  that  he  has 
read  the  foregoing  complaint  and  knows  the  con- 
tents thereof;  and  that  the  same  is  tiiie  of  his  own 
knowledge,  except  as  to  the  matters  which  are 
therein  stated  to  be  upon  his  information  or  be- 
lief, and  as  to  those  matters  tlint  he  believes  it  to 
be  true. 

/s/  WARREN  W.  BUNNELL. 

Subscribed  and  sworn  to  before  me  this  29th  day 
of  July,  1946. 

[Seal]         /s/  CHARLES  M.  MAZLE, 
Notary  Public  in  and  for  County  of  Los  Angeles  and 
State  of  California. 

My  Commission  Expires  Bee.  19,  1949. 
[Endorsed] :     Filed  July  31,  1946.  [9] 


[Title  of  Bistrict  Court  and  Cause.] 

ANSWER  ANB  COUNTERCLAIM  OF  BE- 
FENBANT  SAFEWAY  STORES,  INCOR- 
PORATEB 

As  its  answei'  to  the  complaint  on  file  herein,  Safe- 
way Stores,  Incorporated,  a  corporation,  impleaded 
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herein  as  Safeway  Stores,  Inc.,  admits,  alleges  and 
denies  as  follows: 

First  Defense 

1.  Defendant  admits  the  allegations  contained 
in  paragraphs  XII,  XIV,  XV  and  XVI  of  the 
complaint. 

2.  Defendant  alleges  that  it  is  without  knowl- 
edge or  information  sufficient  to  form  a  belief  as 
to  the  truth  of  the  allegations  contained  in  Para- 
graphs II,  V,  VI,  VIII,  X  and  XVII  of  the  com- 
plaint. [10] 

3.  Answering  paragraph  IV  of  the  complaint, 
defendant  denies  the  allegation  that  in  October, 
1933,  plaintiff  Dunnell,  doing  business  under  the  fic- 
titious name  of  Sani-Gard  Sales  Company,  acquired 
title  under  the  common  law  by  adoption  and  use 
prior  to  all  others,  to  the  trade-mark  "Safe  Way" 
as  applied  to  tissue  paper  toilet  seat  covers ;  alleges 
that  it  is  without  knowledge  or  information  suffi- 
cient to  fonn  a  belief  as  to  the  truth  of  the  other 
allegations  contained  in  paragraph  IV  of  the  com- 
plaint. 

4.  Answering  paragraph  VII  of  the  complaint, 
defendant  admits  that  toilet  seat  covers  are  not 
among  the  items  which  have  heretofore  been  manu- 
factured, caused  to  be  manufactured,  offered  for 
sale  or  sold  by  it  or  any  of  its  subsidiary  stores; 
denies  eacli  and  every  other  allegation  contained  in 
said  paragraph  VII. 

5.  Answering  paragraph  IX  of  the  complaint, 
defendant  admits  that  defendant  has  a  good  reputa- 
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tioii  in  the  sale  of  grocery  items;  denies  each  and 
every  other  allegation  contained  in  said  paragraph. 

6.  Answering  paragraph  XIII  of  the  complaint, 
admits  the  allegations  therein  contained,  except  that 
defendant  denies  that  the  ground  of  opposition  that 
the  name  "Safe  Way"  was  the  dominant  part  of 
said  defendant's  corporate  name,  and  that  its  reg- 
istration as  a  trade-mark  for  toilet  seat  covers  does 
and  would  cause  damage  to  defendant-opposer, 
Safeway  Stores,  Inc.,  was  the  only  ground  of  such 
O])position. 

7.  Defendant  denies  each  and  every  allegation 
contained  in  ]iaragraphs  I,  XI  and  XVIII  of  the 
com]>laint. 

Second  Defense 

1.  The  corporate  name  of  the  defendant  is  Safe- 
way Stores,  Incoi'i)orated,  and  it  is  a  duly  organized 
and  existing  [11]  eor])oration  under  the  laws  of  the 
State  of  Maryland. 

2.  Defendant  and  subsidiary  corporations  wholly 
owned  by  it  have  been  extensively  and  continuously 
engaged  since  1926  in  the  business  of  operating  re- 
tail grocery  stores  under  defendant's  name  "Safe- 
way" and  in  manufacturing  and  other  businesses 
related  thereto.  During  1941  and  1942  all  of  the 
assets,  businesses  and  goodwill  of  said  subsidiaries 
operating  retail  grocery  stores  in  the  United  States 
were  acquired  by  defendant,  and  since  1942  defend- 
ant, itself,  has  carried  on  said  retail  grocery  busi- 
ness in  the  United  States.  On  March  24,  1926,  the 
date  of  defendant's  incorporation,  defendant's  sub- 
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sidiaries  operated  approximately  322  stores  under 
the  name  ''Safeway,"  all  located  in  the  City  of  Los 
Angeles  and  other  commimities  in  Southern  Califor- 
nia. Defendant  now  owns  and  operates  under  the 
name  "Safeway"  approximately  2300  stores  in  19 
western  states,  4  eastern  states  and  the  District  of 
Columbia  as  follows: 

Arkansas,  Arizona,  California,  Colorado,  Dis- 
trict of  Columbia,  Idaho,  Iowa,  Kansas,  Mary- 
land, Missouri,  Montana,  Nebraska,  Nevada, 
New  Jersey,  New  Mexico,  New  York,  Okla- 
homa, Oregon,  South  Dakota,  Texas,  Utah,  Vir- 
ginia, Washington,  Wyoming. 

In  addition,  defendant  now  owns  and  operates  un- 
der the  name  ''Safeway"  approximately  140  stores 
in  five  provinces  of  Canada  through  its  subsidiary 
Safeway  Stores,  Limited.  At  all  times  herein  men- 
tioned, defendant  and  its  said  subsidiaries  have  sold, 
and  defendant  now  sells,  in  its  said  retail  stores  in 
the  United  States  and  Canada  a  complete  line  of 
foods  and  related  household  products,  including 
paper  products  such  as  toilet  tissue,  paper  towels, 
and  paper  napkins. 

3.  The  name  "Safeway"  is  the  distinguishing 
and  [12]  dominant  part  of  defendant's  name.  De- 
fendant's name  "Safeway"  alone  and  without  the 
words  "Stores"  and  "Incorporated"  has  at  all  times 
herein  mentioned  been  and  is  now  prominently  dis- 
played in  signs  on  its  stores,  and  places  of  business, 
in  newspaper,  magazine,  outdoor  billboard,  and  car 
card  advertisements,  price  tags,  gummed  tape,  cash 
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register  receipts,  invoices,  paper  bags,  display  cards, 
and  other  forms  of  advertising.  At  all  times  herein 
mentioned  defendant  has  expended,  and  does  now 
expend,  large  smns  each  year  for  advertising  in 
newspapers,  radio  l)roadcasts,  magazines,  outdoor 
billboards,  car  cards,  and  other  advertising  media. 
Substantially  all  of  such  advertising  has  made  and 
docs  make  prominent  use  of  the  word  "Safowiiy" 
and,  as  a  rule,  the  word  "Safeway"  alone  is  and  has 
been  used  therein.  Said  advertising  is  intended  to 
and  lias  built  up  and  maintained  the  reputation, 
goodwill  and  value  of  the  name  "Safeway."  and 
said  name  is  and  at  all  times  herein  men'iouod  has 
been,  a  substantial  i)art  of  the  valuable  goorhvill  of 
defendant.  At  all  times  herein  mentioned,  defend- 
ant and  its  predecessor  subsidiaries  have  conducted 
and  do  now  conduct  said  retail  grocery  business  on 
the  basic  policy  of  reducing  the  cost  of  food  to  the 
consumer  while  maintaining  the  highest  quality.  De- 
fendant's net  sales  in  the  year  1945  in  the  United 
States  were  $595,604,796.67;  the  net  sales  in  Canada 
in  the  year  1945  of  defendant's  subsidiary,  Safeway 
Stores.  Limited,  were  $33,907,388.06  expressed  in 
United  States  dollars. 

4.  By  reason  of  the  matters  hereinabove  alleged, 
the  public  has  at  all  times  herein  mentioned,  known 
and  identified,  and  does  now  know  and  identify,  de- 
fendant by  the  name  "Safeway"  alone.  In  the 
United  States  and  Canada,  generally,  and  in  Cali- 
fornia, the  name  "Safeway"  has  acquired  a  secon- 
dary [13]  meaning  and  suggests  and  means  to  the 
.public  the  grocery  and  related  businesses  of  defend- 
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ant  and  said  subsidiaries.  As  a  result  of  defendant's 
business  policies  and  practices  as  aforesaid,  and  the 
competence  and  skill  of  defendant's  officers  and  em- 
ployees, the  name  '\Safe\vay"  has,  likewise,  come  to 
signify  in  the  public  mind  an  organization  of  high 
standards, 

5.  On  or  about  August  16,  1939,  defendant's  sub- 
sidiary, Safeway  Stores,  Incorporated,  a  Nevada 
corporation,  deposited  with  the  Commissioner  of 
Patents  a  certified  copy  of  its  corporate  charter, 
showing  its  corporate  name  "Safeway  Stores,  In- 
corporated," and  received  certificate  of  deposit  No. 
4220  therefor. 

6.  At  some  time  prior  to  April,  1944,  the  exact 
time  being  unknown  to  defendant,  plaintiff  War- 
ren W.  Dunnell  commenced  selling,  and  is  now  sell- 
ing, paper  toilet  seat  covers  under  the  name  ''Safe 
Way"  in  the  State  of  California  and  elsewhere. 
Plaintiff  and  his  customers  distribute  said  toilet 
paper  seat  covers  to  the  general  public  under  said 
name  ''Safe  Way." 

7.  Defendant  is  informed  and  believes  and  on 
such  information  and  belief  alleges,  that  prior  to  the 
year  1933,  and  at  all  times  subsequent  thereto,  plain- 
tiff has  been  familiar  with  the  fact  that  there  ex- 
isted a  national  chain  of  retail  grocery  stores  oper- 
ated under  the  name  "Safeway";  that  plaintiff  has 
at  all  said  times  understood  the  value  of  defendant's 
name  "Safeway";  that  plaintiff  has  thus  adopted 
and  used  the  name  "Safe  Way"  with  the  purpose 
and  intent  of  trading  upon  and  appropriating  for 
his  own  profit,  the  reputation,  goodwill  and  value 
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connected  with  defendant's  said  name  "Safeway" 
and  with  the  purpose  and  intent  of  inducing  the 
public  to  believe  that  plaintiff's  product  is  connected 
with  defendant,  that  ])laintiff's  business  is  owned 
[14]  and  operated  by  defendant,  or  is  in  some  way 
connected  with  defendant,  and  that  the  quality  of 
product  sold  by  plaintiff  is  similar  in  kind  and  equal 
in  quality  to  that  of  defendant. 

8.  Defendant  learned  for  the  first  time  of  plain- 
tiff's use  of  the  name  "Safe  Way"  as  aforesaid,  on 
or  about  March  28,  1944,  shortly  after  the  first  pub- 
lication in  the  Official  Gazette  of  the  United  States 
Patent  Office  of  an  application  by  plaintiff  for  reg- 
istration of  the  name  "Safe  AVay''  as  a  trade-mark 
as  applied  to  paper  toilet  seat  covers.  Thereafter, 
and  on  or  about  April  12,  1944,  defendant  filed  an 
opposition  in  the  United  States  Patent  Office  to  the 
registration  by  ]ilaintiff  of  said  name  as  a  trade- 
mark,, and  at  all  times  subsequent  to  the  filing  of 
said  opposition  defendant  has  opposed,  and  does 
now  oppose,  the  registration  by  plaintiff  of  said 
name. 

9.  If  plaintiff  continues  to  use  the  name  "Safe 
Way"  in  connection  with  his  said  business,  or  any 
other  business  which  he  may  carry  on,  confusion 
will  arise  in  the  public  mind,  and  the  public  will  be 
deceived  and  misled  for  the  reason  that  members 
thereof  will  reasonably  conclude  that  plaintiff  is  in 
some  way  sponsored  by  or  connected  with  defendant. 

10.  If  plaintiff  continues  to  use  the  name  "Safe 
Way"  as  aforesaid,  defendant  will  lose  a  part  of  the 
valu^e ,  of  its  goodwill  which  has  been  built  up  by 
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defendant  in  connection  with  said  name  "Safeway" 
by  large  expenditures  of  money  and  effort  over  the 
period  of  the  past  twenty  years.  Defendant  will  fur- 
ther be  injured  if  plaintiff  in  its  business  practices 
should  not  conform  to  the  high  standards  heretofore 
established  and  maintained  by  defendant. 

11.  The  name  ' '  Safeway ' '  sought  to  be  registered 
by  plaintiff  consists  merely  in  the  name  of  the  de- 
fendant-opposer  [15]  corporation,  or  the  distinc- 
tive, dominant  portion  thereof,  not  written,  printed, 
impressed  or  woven  in  some  particular  or  distinctive 
manner,  and  not  associated  with  a  portrait  of  an  in- 
dividual, and  is  therefore  within  the  prohibition 
against  registration  of  such  name  contained  in  Sec- 
tion 5(b)  of  the  Act  of  1905  (15  U.S.C.  Sec.  85(b)). 

12.  Plaintiff  Warren  W.  Dunnell,  is  not  the 
owner  of  the  trade-mark  sought  to  be  registered  by 
him,  and  he  was  not  entitled  to  the  exclusive  use 
thereof  at  the  time  of  the  filing  of  his  application 
for  registration  thereof,  nor  at  any  other  time. 

Third  Defense 
At  all  times  between  the  period  from  October, 
1033  (the  first  use  by  plaintiff  of  said  name  alleged 
in  said  complaint)  to  May  15,  1942  (the  date  of 
plaintiff's  application  for  registration)  defendant 
was  engaged  in  developing  and  expanding  its  busi- 
ness imder  the  name  "Safeway".  During  said  pe- 
riod the  gross  retail  sales  of  defendant's  said  sub- 
sidiaries in  the  United  States  increased  from 
$175,980,306.78  for  the  year  ended  1933  to  $441,- 
294,779.12  for  the  year  ended   1941.     The  iilleged 
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right  of  action  set  forth  in  the  complaint  is  barred 
by  plaintiff's  laches  in  failing  to  apply  prior  to 
1942  for  registration  for  said  trade-mark  "Safe 
Way"  as  alleged  in  the  complaint. 

Connterclaim 
As  its  counterclaim  to  the  complaint  on  file  herein 
Safeway  Stores,  Incorporated,  a  Corporation,  im- 
pleaded herein  as  Safeway  Stores,  Inc.,  alleges  as 
follows : 

1.  Counterclaimant,  Safeway  Stores,  Incorpor- 
ated, is  a  corporation  organized  and  existing  imder 
and  by  virtue  of  the  laws  of  the  State  of  Maryland, 
and  is  a  citizen  of  the  State.  The  matter  in  con- 
troversy exceeds  the  sum  of  Thr(>e  Thousand 
Dollai's  [16]  ($3,000.00)  exclusive  of  interest  and 
costs. 

2.  Counterclaimant  and  subsidiary  corporations 
v.hoUy-owned  by  it  have  been  extensively  and  con- 
tinuously engaged  since  1926  in  the  business  of 
operating  retail  grocery  stores  under  counterclaim- 
ant's  name  "Safeway"  and  in  manufacturing  and 
other  businesses  related  thereto.  During  1941  and 
1942  all  of  the  assets,  businesses  and  goodwill  of 
said  subsidiaries  operating  retail  grocery  stores  in 
the  United  States  were  acquired  by  counterclaimant, 
and  since  1942  counterclaimant,  itself,  has  carried 
on  said  retail  grocery  business  in  the  United 
States.  On  March  24,  1926,  the  date  of  counter- 
claimant's  incorporation,  counterclaimant 's  sub- 
sidiaries operated  approximately  322  stores  under 
the  name  "Safeway",  all  located  in  the  City  of  Los 
Angeles  and  other  communities  in  Southern  Call- 
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fornia.  Couuterclaimant  now  owns  and  operates 
under  the  name  ** Safeway"  approximately  2300 
stores  in  19  western  states,  4  eastern  states  and  the 
District  of  Columbia,  as  follows: 

Arkansas,  Arizona,  California,  Colorado, 
District  of  Columbia,  Idaho,  Iowa,  Kansas, 
Maryland,  Missouri,  Montana,  Nebraska,  Ne- 
vada, New  Jersey,  New  Mexico,  New  York, 
Oklahoma,  Oregon,  South  Dakota,  Texas,  Utah, 
Virginia,  Washington,  Wyoming. 

In  addition,  couuterclaimant  now  owns  and  op- 
erates under  the  name  "Safeway"  approximately 
140  stores  in  five  provinces  of  Canada  through  its 
subsidiary  Safeway  Stores,  Limited.  At  all  times 
herein  mentioned  couuterclaimant  and  its  said  sub- 
sidiaries have  sold  and  now  sell  in  its  said  retail 
stores  in  the  United  States  and  Canada  a  complete 
line  of  food  and  related  household  products,  includ- 
ing paper  products  such  as  toilet  tissue,  paper 
towels,  and  paper  napkins. 

3.  The  name  "Safeway"  is  the  distinguishing 
and  dominant  part  of  couuterclaimant 's  name. 
Couuterclaimant 's  [17]  name  "Safeway"  alone  and 
without  the  words  "Stores"  and  "Incorporated" 
has  at  all  times  herein  mentioned  been  and  is  now 
prominently  displayed  in  signs  on  its  stores,  and 
places  of  business,  in  newspaper,  magazine,  outdoor 
billboard  and  car  card  advertisements,  price  tags, 
gummed  tape,  cash  register  receipts,  invoices,  paper 
bags,  display  cards,  and  other  forms  of  advertising. 
At  all  times  herein  mentioned  couuterclaimant  has 
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expended  and  does  now  expend  large  sums  each 
year  for  advertising  in  newspapers,  radio  broad- 
casts, magazines,  outdoor  billboards,  car  cards,  and 
other  advertising  media.  Substantially  all  of  such 
advertising  has  made  and  does  make  prominent  use 
of  the  word  "Safeway"  and,  as  a  rule,  the  word 
"Safeway"  alone  is  and  has  been  used  therein.  Said 
advei'tising  is  intended  to  and  has  built  up  and 
maintained  the  reputation,  goodwill  and  vahie  of 
the  name  "Safeway"  and  said  name  is  and  at  all 
times  lierein  mentioned  has  been  a  substantial  part 
of  the  valuable  goodwill  of  counterelaimant.  At  all 
times  herein  mentioned,  counterelaimant  and  its 
predecessor  subsidiaries  have  conducted  and  do  now 
conduct  said  retail  grocery  business  on  the  basic 
policy  of  reducing  the  cost  of  food  to  the  consumer 
while  maintaining  the  highest  quality.  Counter- 
claimant's  net  sales  in  the  year  1945  in  the  United 
States  were  $595,604,796.67 ;  the  net  sales  in  Canada 
in  the  year  1945  of  counterelaimant 's  subsidiary, 
Safeway  Stores,  Limited,  were  $33,907,388.06  ex- 
pressed in  United  States  dollars. 

4.  By  reason  of  the  matters  hereinabove  alleged, 
the  public  has  at  all  times  herein  mentioned,  Ivuown 
and  identified,  and  does  now  know  and  identify 
counterelaimant  by  the  name  "Safeway"  alone.  In 
the  United  States  and  Canada,  [18]  generally,  and 
in  California,  the  name  "Safeway"  has  acquired  a 
secondary  meaning  and  suggests  and  means  to  the 
public  the  grocery  and  related  businesses  of  counter- 
claimant  and  said  subsidiaries.  As  a  result  of 
coimterclaimant's  business  policies  and  practices  as 
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aforesaid,  and  the  competence  and  skill  of  counter- 
claimant's  officers  and  employees,  the  name  "Safe- 
way" has,  likewise,  come  to  signify  in  the  public 
mind  an  organization  of  high  standards. 

5.  On  or  about  August  16,  1939,  counterclaim- 
ant's  subsidiary,  Safeway  Stores,  Incorporated,  a 
Nevada  corporation,  deposited  with  the  Commis- 
sioner of  Patents  a  certified  copy  of  its  corporate 
charter,  showing  its  corporate  name  "Safeway 
Stores,  Incorporated,"  and  received  certificate  of 
deposit  No.  4220  therefor. 

6.  At  some  time  prior  to  April  1944,  the  exact 
time  being  unknown  to  counterclaimant,  coimter- 
claim-defendant  Warren  W.  Bunnell  commenced 
selling,  and  is  now  selling,  paper  toilet  seat  covers 
under  the  name  "Safe  Way"  in  the  State  of  Cali- 
fornia and  elsewhere.  Counterclaim-defendant  and 
its  purchasers  distriljute  said  paper  toilet  seat  covers 
to  the  general  public  under  said  name  "Safe  Way." 

7.  Counterclaimant  is  informed  and  believes, 
and  on  such  information  and  belief  alleges,  that 
prior  to  the  year  1933,  and  at  all  times  subsequent 
thereto,  counterclaim-defendant  has  been  familiar 
with  the  fact  that  there  existed  a  national  chain  of 
retail  grocery  stores  operated  under  the  name 
"Safeway";  that  counterclaim-defendant  has  at  all 
said  times  understood  the  value  of  counterclaimant 's 
name  "Safeway";  that  counterclaim-defendant  has 
thus  adopted  and  used  the  name  "Safe  Way"  with 
the  purpose  and  intent  of  [19]  trading  upon  and 
appropriating  for  his  own  profit,   the  reputation, 
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goodwill  and  value  connected  with  counterclaimant's 
said  name  '''Safeway"  and  with  the  purpose  and 
intent  of  inducing  the  i)ublic  to  believe  that  counter- 
claim-defendant's product  is  connected  with  coun- 
terclaimant,  that  counterclaim-defendant's  business 
is  owned  and  operated  by  counterclaimant,  or  is  in 
some  way  connected  with  counterclaimant,  and  that 
the  quality  of  product  sold  by  plaintiff  is  similar 
in  kind  and  equal  in  quality  of  that  of  counter- 
claimant. 

8.  Counterclaimant  learned  for  the  tirst  time  of 
counterclaim-defendant's  use  of  the  name  "Safe 
Way"  as  aforesaid,  on  or  about  March  28,  1944, 
shortly  after  the  first  publication  in  the  Official 
Gazette  of  the  United  States  Patent  Office  of  an 
application  by  coimterclaim-defendant  for  registra- 
tion of  the  name  "Safe  Way"  as  a  trade-mark  as 
api)lied  to  paper  toilet  seat  covers.  Thereafter,  and 
on  or  about  April  12,  1944,  counterclaimant  filed  an 
opposition  in  the  United  States  Patent  Office  to 
the  registration  by  counterclaim-defendant  of  said 
name  as  a  trade-mark,  and  at  all  times  subsequent 
to  tlio  filing  of  said  opposition  counterclaimant  has 
opposed,  and  does  now  oppose,  the  registration  by 
counterclaim-defendant  of  said  name. 

9.  If  counterclaim-defendant  continues  to  use 
the  name  "Safe  Way"  in  connection  with  his  said 
business,  or  any  other  business  which  he  may  carry 
on,  confusion  will  arise  in  the  pul^lic  mind,  and  the 
public  will  be  deceived  and  misled  for  the  reason 
that  members  thereof  will  reasonably  conclude  that 
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counterclaim-defendant  is  in  some  way  sponsored 
or  connected  with  counterclaimant.  • 

10.  If  counterclaim-defendant  continues  to  use 
[20]  the  name  "Safe  Way"  as  aforesaid,  counter- 
claimant  will  lose  a  part  of  the  value  of  its  goodwill 
which  has  been  built  up  by  counterclaimant  in  con- 
nection with  said  name  "Safeway"  by  large  ex- 
penditures of  money  and  effort  over  the  period  of 
the  past  twenty  years.  Counterclaimant  will  further 
be  injured  if  counterclaim-defendant  in  its  business 
practices  should  not  conform  to  the  high  standards 
heretofore  established  and  maintained  by  counter- 
claimant. 

11.  Counterclaimant 's  name,  reputation,  good- 
will and  business  have  been,  and  are  now  being,  and, 
unless  counterclaim-defendant  is  restrained,  will  be, 
injured,  by  counterclaim-defendant's  use  of  said 
name,  and  by  the  aforesaid  resulting  confusion, 
deception  and  misleading,  all  to  counterclaimant 's 
irreparable  injury  and  damage.  It  is  impossible  to 
estimate  the  injury  and  damage  heretofore  suffered 
by  counterclaimant  and  which  counterclaimant  will 
continue  to  suffer,  unless  counterclaim-defendant 
is  restrained,  as  a  result  of  counterclaim-defendant's 
use  of  said  name.  Coimterclaimant  has  no  adequate 
remedy  at  law  for  the  damage  which  has  resulted, 
and  which,  unless  counterclaim-defendant  is  re- 
strained, will  result  as  hereinabove  alleged. 

Wherefore,  defendant  and  counterclaimant,  Safe- 
way Stores,  Incorporated,  prays: 
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1.  That  plaintiff  and  counterclaim-defendant 
take  nothing  by  his  said  complaint,  and  that  the 
same  be  dismissed; 

2.  That  plaintiff  and  counterclaim-defendant, 
and  all  persons  acting  for  plaintiff  and  counter- 
claim-defendant as  employees,  agents  or  otherwise, 
be  permanently  restrained  and  enjoined  from  using 
the  name  ""Safe  Way",  or  any  similar  name,  in  the 
conduct  of  his  said  business,  or  otherwise;  [21] 

3.  That  defendant  and  counterclaimant  have  its 
cost  and  such  other  and  further  relief  as  to  this 
court,  may  seem  proper. 

Dated :  San  Francisco,  California,  this  23d  day 
of  September,  1946. 

/s/  MITCHELL  T.  NEFF, 

/s/  WILLARD  S.  JOHNSTON, 

ORRICK,  CAHLQUIST,  NEFF, 
BROWN  &  HERRINGTON, 

Attorneys  for  Defendant  and 
Counterclaimant. 

Receipt  of  a  coj)}-  of  the  foregoing  Answer  and 
Counterclaim  of  defendant  Safeway  Stores,  Incor- 
porated, is  hereby  admitted  this  23d  day  of 
September,  1946. 

WESTELL  &  WESTELL, 
JOSEPH  F.  WESTELL, 
CHAS.  M.  FRYER, 

Attorneys  for  Plaintiff. 

[Endorsed]  :    Filed  Sept.  23,  1946.  [22] 
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[Title  of  District  Court  and  Cause.] 

PLAINTIFF'S  REPLY  TO  DEFENDANT'S 
COUNTERCLAIM  AND  ANSWER 

Now  comes  the  above-named  plaintiff,  counter- 
claim defendant,  and  for  his  reply  to  the  counter- 
claim in  defendant's  Answer  served  September  23, 
1946,  and  for  reply  (as  hereinafter  indicated)  to 
said  Answer : 

I. 

Alleges  that  said  counterclaim  fails  to  state  a 
claim  upon  which  relief  can  be  granted. 

II. 

Said  alleged  counterclaim  is  not  germane  to  the 
cause  of  action  stated  in  the  complaint  in  that  the 
complaint  sets  forth  only  averments  upon  which, 
under  a  special  statute,  the  court  is  requested  to 
authorize  the  Commissioner  to  grant  a  requested 
registration  of  trade-mark,  the  complaint  being  in 
effect  against  the  Commissioner  of  Patents  only, 
there  being  no  claim  whatsoever  stated  against  de- 
fendant, counterclaimant. 

III. 

The  alleged  cause  of  action  of  said  coimterclaim 
is  barred  by  the  provisions  of  §343  of  the  Code  of 
Civil  Procedure  of  the  State  of  California,  which 
applies  to  both  legal  and  equitable  actions,  so  far 
as  it  applies  to  any  alleged  cause  of  action  existing 
before  counterclaimant  became  owner  of  said  sub- 
sidiaries. 
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IV. 

Defendant  and  its  predecessors  in  interest  have 
been  guilty  of  laches  by  reason  of  over  ten  years' 
delay  in  instituting  any  proceeding  for  i-elief  by 
reason  of  any  fact  or  circumstance  set  forth  in  said 
counterclaim,  during  which  [23]  time,  with  full 
knowledge  of  defendant,  counterclaimant,  and  its 
predecessors  in  interest,  plaintiff,  coimterclaim  de- 
fendant, at  great  expense  and  effort,  built  up  a  good 
will  in  the  sale  of  toilet  seat  covers  under  the  trade- 
mark "Safe  Way"  amounting  to  many  millions  of 
said  covers  in  domestic,  interstate  and  foreign  com- 
merce, selling  over  2,000,000  of  said  product  in  and 
near  the  city  of  Oakland,  which  is  defendant  coun- 
terclaimant's  principal  place  of  business,  all  with- 
out any  notice  or  protest  of  counterclaimant  or  any 
of  predecessors  in  interest,  and  without  any  reason 
for  any  such  protest  or  the  institution  of  any  such 
proceedings,  and  during  all  of  which  time  defendant 
counterclaimant  never  manufactured,  offeved  for 
sale,  or  sold  any  toilet  seat  covers  under  the  trade- 
mark "Safeway"  or  under  any  other  name  or 
trade-mark,  oi'  at  all,  and  that  defendant  counter- 
claimant  is  now  estopped  by  reason  of  such  laches 
from  asserting  any  such  alleged  counterclaim. 

V. 

In  answer  to  paragraph  1  of  said  counterclaim, 
plaintiff  admits  that  defendant,  counterclaimant,  is 
a  corporation  organized  and  existing  under  and  by 
virtue  of  the  laws  of  the  state  of  Maryland,  and  is 
a  citizen  of  said  state;  but  denies  that  the  matter 
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in  controversy  in  this  suit  exceeds  the  sum  of  Three 
Thousand  Dollars  ($3,000)  exclusive  of  interest  and 
costs,  or  any  other  sum  whatsoever. 

VI. 

In  answer  to  paragraph  2  of  said  counterclaim, 
plaintiff  is  without  knowledge  or  information  suf- 
ficient to  form  a  belief  as  to  each  of  the  allegations 
of  paragraph  2  of  said  counterclaim,  and  upon  such 
ground  denies  each  and  every  of  said  allegations. 

VII. 

In  answer  to  paragraph  3  of  said  counterclaim, 
plaintiff,  counterclaim  defendant,  denies  that  "Safe- 
way" is  a  distinct  and  dominant  part  of  counter- 
claimant's  name  as  stated  in  paragraph  3  of  said 
counterclaim;  and  as  to  the  remaining  averments 
of  said  paragraph  3  plaintiff  states  that  he  is  with- 
out knowledge  and  information  sufficient  to  form 
a  belief  as  to  the  truth  of  each  of  said  averments, 
and  upon  such  ground  denies  the  same. 

VIII. 

In  answer  to  paragraph  4  of  said  counterclaim, 
plaintiff,  counterclaim  defendant,  states  that  he  has 
sold  his  "Safe  Way"  toilet  seat  covers  to  only  a 
very  special  class  of  purchasers,  and  not  to  the  gen- 
eral public  which  purchases  defendant,  counter- 
claimant's  products  in  its  said  grocery  stores;  and 
that  the  name  "Safe  Way"  as  applied  to  toilet 
seat  covers  sold  by  plaintiff,  counterclaim  defendant, 
is  not  known  to  the  general  purchasing  public  con- 
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stituting  defendant,  counterelaimant's,  customers, 
but  is  well  kno\vn  only  to  public  service  concerns  as 
mentioned  in  paragraph  VIII  of  the  complaint 
herein,  and  such  toilet  seat  covers  are  not  among 
any  of  the  items  which  defendant,  counterclaimant, 
has  ever  manufactured,  offered  for  sale,  or  sold  to 
anyone  under  any  name,  and  such  product  is  not 
suitable  for  sale  in  defendant  counterelaimant's  said 
stores  as  fully  set  forth  in  ])aragraph  VII  of  the 
complaint  herein. 

Further  in  answer  to  the  specific  allegations  of 
paragraph  4  of  said  counterclaim,  plaintiff,  counter- 
claim defendant,  alleges  that  he  is  without  knowl- 
edge or  information  sufficient  to  form  a  belief  as 
to  the  truth  of  each  of  said  said  averments,  and 
upon  such  ground  denies  eacli  and  every  of  said 
allegations.  [25] 

IX. 

In  answer  to  paragraph  5  of  said  counterclaim, 
plaintiff,  counterclaim  defendant,  states  that  he  is 
witliout  knowledge  or  information  sufficient  to  form 
a  belief  as  to  the  truth  of  each  of  tlie  averments  of 
said  paragraph,  and  upon  such  ground  denies  each 
and  every  of  them. 

X. 

In  answer  to  paragraph  6  of  said  counterclaim, 
plaintiff,  counterclaim  defendant,  admits  that  some- 
time prior  to  April,  1944,  which  was  very  long  prior 
to  the  date  last  mentioned,  namely  in  October,  1933, 
plaintiff  counterclaim  defendant,  adopted  and  first 
used  the  name  "Safe  Way"  as  ap])lied   to  toilet 
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seat  covers,  and,  beginning  in  January,  1934,  and 
continuing  up  to  the  present  time,  a  period  of  over 
ten  years,  sold  such  covers  under  said  trade  name 
not  only  in  the  state  of  California,  but  most  ex- 
tensively throughout  the  United  States  and  in  for- 
eign commerce,  the  extent  of  such  sale  and 
distribution  of  covers  under  such  trade-mark  being 
over  75,000,000  of  said  covers,  over  5,000,000  being 
sold  in  the  State  of  California,  and  over  2,000,000 
being  sold  in  the  territory  adjacent  the  principal 
place  of  business  of  defendant,  counterclaimant,  in 
Oakland,  California,  as  set  forth  in  paragraphs  IV, 
V,  VI  of  the  complaint  herein.  Plaintiff  denies, 
however,  that  such  toilet  seat  covers  under  said 
trade-mark  were  at  any  time,  or  at  all,  distributed 
to  the  general  public  customers  of  defendant,  coim- 
terclaimant's,  stores,  or  any  of  them,  but  were  sold 
only  to  a  special  class  of  purchasers  as  set  forth  in 
paragraph  VIII  of  the  complaint  herein,  and  that 
during  all  this  time  defendant,  counterclaimant,  lias 
never  manufactured,  caused  to  be  manufactured, 
offered  for  sale,  or  sold  any  toilet  seat  covers  under 
the  [26]  name  "Safeway",  or  under  any  other 
name,  or  at  all,  such  toilet  seat  covers  never  having 
been  stocked  or  attempted  to  be  sold  by  defendant, 
counterclaimant,  and  that  said  toilet  seat  covers  are 
totally  unsuitable  for  distribution  by  defendant, 
counterclaimant,  or  any  of  its  subsidiaries  in  said 
grocery  stores. 

XI. 
In  answer  to  paragraph  7  of  said  counterclaim, 
plaintiff  denies  each  and  every  allegation  of  said 
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paragraph,  aud  furthermore  states  that  at  the  be- 
giiming  of  such  sale  of  toilet  seat  covers  under  said 
trade-mark  by  plaintiff,  counterclaim  defendant,  he 
had  no  knowledge  of  the  extent  of  any  such  grocery 
store  operations  by  counterclaimant,  and  that  all  of 
l)laintiff  counterclaim  defendant's  sales  and  offers 
for  sale  were  in  the  name  of  Sani-Gard  **  Com- 
I)any,  the  name  "Safe  Way"  not  being  used  in  any 
listing  or  advertisement  relating  to  said  product, 
and  that  his  special  class  of  i)urchasers  only  first 
heard  of  the  trade-mark  as  so  applied  by  him  when 
they  contacted  his  Sani-Gard  **  Company  for  in- 
formation, or  to  purchase  said  articles;  aud  further- 
more no  customers  was  ever  confused  as  to  the 
source  of  manufacture  and  distribution  of  toilet 
seat  covers  under  said  trade-mark  "Safe  Way"  or 
mistook  defendant,  counterclaimant,  as  a  source  of 
such  manufacture  or  distribution. 

XII. 

In  answer  to  paragrapli  8  of  said  counterclaim, 
])laiutiff,  counterclaim  defendant,  spates  that  he  is 
without  knowledge,  or  information  sufficient  to  form 
a  belief  as  to  the  truth  of  each  of  the  averments  of 
said  paragraph,  and  upon  such  ground  denies  each 
and  every  of  said  allegations,  except  that  plaintiff 
admits  tliat  defendant,  counterclaimant.  did  file  an 
opposition  in  the  United  States  Patent  Office  on  or 
about  [27]  October  12,  1944,  and  that  defendant, 
counterclaimant,  did  oppose  and  still  continues  to 
oppose  registration  of  said  trade-mark  by  plaintiff, 
counterclaim  defendant. 
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XIII. 

In  answer  to  paragraph  9  of  said  counterclaim, 
plaintiff,  counterclaim  defendant,  denies  each  and 
every  of  the  allegations  of  said  paragraph,  and 
alleges  that  during  all  the  years  of  extensive  use 
of  said  name  as  so  applied  by  plaintiff,  counterclaim 
defendant,  no  confusion  has  ever  arisen  or  occurred 
among  any  of  the  purchasing  public,  nor  have  any 
purchasers  or  persons  desiring  to  purchase  said 
product  under  said  name  been  deceived  or  misled 
as  to  the  source  of  manufacture  and  distribution  of 
said  product,  as  being  plaintiff,  counterclaim  de- 
fendant, under  the  name  of  Sani  Gard  *  *  *  Com- 
pany, and  no  one  reasonably  or  otherwise  will  or 
could  conclude  that  such  sale  and  distribution  is 
in  some  way  sponsored  or  connected  with  counter- 
claimant. 

XIV. 

Answering  paragraph  10  of  said  counterclaim, 
plaintiff,  counterclaim  defendant,  denies  each  and 
every  of  the  allegations  of  said  paragraph  and  de- 
nies that  defendant,  counterclaimant,  has  ever  had 
any  good  wdll  whatsoever  in  the  sale  or  distribution 
of  toilet  seat  covers  under  the  trade-mark  "Safe- 
way" or  under  any  other  name;  and  further  that 
plaintiff,  counterclaim  defendant's  reputation  and 
business  practices  have  always  conformed  with  the 
highest  of  standards  in  the  sale  and  distribution  of 
many  millions  of  said  product  under  said  name  over 
very  many  years,  and  that  such  reputation  and 
business    practices    of    plaintiff,    counterclaim    de- 
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fendant,  is  equal  to  or  superior  to  any  asserted 
reputation  of  defendant,  counter  claimant,  in  any 
use  of  said  trade-mark.  [28] 

XVI. 

Answering  paragraph  11  of  said  counterclaim, 
plaintiff,  counterclaim  defendant,  denies  each  and 
every  of  the  allegations  of  said  paragraph  11,  alleg- 
ing that  defendant,  counterelaimant's,  name,  reputa- 
tion, good  will  and  business  liave  in  no  way  been 
injured  l)y  any  act  of  tliis  plaintiff,  counterclaim 
defendant,  in  tlic  premises,  denies  any  injury  or 
damage  whatsoever  under  counterclaim,  alleging 
also  that  defendant,  counterclaimant,  does  not  now 
have,  and  never  did  have,  any  re]iutation  of  any 
kind  or  good  will  or  business  in  the  sale  of  any 
kind  of  toilet  seat  covers  under  any  name  whatso- 
ever, and  that  there  has  been  no  confusion,  (lecei)- 
tion,  or  misleading  of  anyone  by  any  act  of  this 
plaintiff,  counterclaim  defendant,  in  the  sale  and 
distribution  of  toilet  seat  covers,  and  that  the  con- 
tinuation by  plaintiff,  counterclaim  defendant,  of 
his  present  practices  in  selling  and  offering  for 
sale  toilet  seat  covers  under  said  trade-mark  will 
not  result  in  anv  damage  oi'  injury  whatsoever  to 
defendant,  counterclaimant.  Plaintiff,  counterclaim 
defendant,  however,  admits  that  it  is  impossible  to 
estimate  any  damage  or  injuiy  past,  present  or 
prospective,  as  alleged  in  said  paragraph,  as  de- 
fendant, counterclaimant,  has  never  suffered  any 
such  damage  or  injury  whatsoever.  Plaintiff, 
counterclaim    defendant,    denies     that    defendant, 
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counterclaimant,  has  no  adequate  remedy  of  law 
for  damages,  and  denies  that  it  has  ever  suf- 
fered or  could  possibly  suffer  any  damage  by  or  on 
account  of  any  act  of  plaintiff,  counterclaim  de- 
fendant, in  the  premises. 

First  Affirmative  Defense  Against  the  Answer  and 
Counterclaim  : 

Plaintiff",  counterclaim  defendant,  alleges  that 
defendant,  counterclaimant,  did  not  become  the 
owner  of  any  of  the  stores  mentioned  in  its  coun- 
terclaim until  the  end  of  1942,  one  year  and  a  little 
over  three  months  before  the  filing,on  April  12,  1944, 
of  its  opposition,  and  any  damages  which  it  might 
have  suffered  could  only  be  computed  from  the 
time  it  became  such  owner,  as  subsidiaries  are  not 
parties  to  this  suit. 

Second  Affirmative  Defense  Against  the  Answer 
and   Counterclaim 

"Safeway"  is  an  expression  of  such  commonplace 
significance  in  the  language  that  its  use  in  associa- 
tion with  products  unrelated  to  opposer's  (defend- 
ant's) business  would  not  be  likely  to,  and  does  not, 
suggest  such  opposer  (defendant  and  counterclaim- 
ant) in  the  mind  of  the  public  in  connection  particu- 
larly with  applicant's  toilet  seat  covers.  Opposer 
(defendant  and  counterclaimant)  does  not  deal,  and 
has  never  dealt,  in  toilet  seat  covers,  nor  would  pur- 
chasers expect  to  find  merchandise  of  that  character 
in  a  chain  grocery  store ;  and  plaintiff  alleges  that  it 
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thus  appears  clear  that  plaintiff's  use  of  the  mark 
he  seeks  to  register  would  not  confuse  the  public  to 
opposer's  (defendant's)  injury;  and  plaintiff  fur- 
ther alleges  that  the  trade-mark  "Safeway"  was  and 
has  been  applied  by  many  others  than  plaintiff  and 
defendant  in  this  suit  to  many  kinds  of  articles  of 
merchandise,  both  of  a  character  which  might  be 
sold  in  chain  grocery  stores,  and  of  a  character 
(like  plaintiff's  said  seat  covers)  which  would  not 
be  found  in  grocery  stores  such  as  those  of  opposer 
(defendant),  and  in  so  many  different  ways,  and  as 
part  of  the  business  names  of  so  many  concerns, 
from  a  time  long  prior  to  the  first  use  by  opposer 
(defendant)  in  its  alleged  corporate  name,  tliat  the 
use  of  said  name  [30]  "Safeway"  is  no  more  calcu- 
lated to  denote  defendant  opposer  than  it  is  to  in- 
dicate any  of  the  many  others  who,  as  aforesaid, 
have  used  said  name. 

Wherefore,  plaintiff,  counterclaim  defendant, 
prays  that  said  counterclaim  be  dismissed;  that 
plaintiff,  counterclaim  defendant,  recover  his  costs 
for  this  proceeding;  and  that  the  <'ourt  grant  such 
other  and  further  or  different  relief  as  to  the  court 
will  seem  meet. 

WESTALL  AND  AYESTALL, 
By  /s/  JOSEPH  F.  WESTALL, 
By  /s/  EDWARD  F.  WESTALL, 

Attorneys  for  plaintiff, 
counterclaim  defendant. 

Received  copy  of  the  within  "Plaintiff's  Reply  to 
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Defendant's  Coimterclaim  and  Answer"  this  lltli 
day  of  October,  1946. 

ORRICK,  DAHLQUIST,  NEFF, 
BROWN  &  HERRINGTON, 
By  DARIEN  A.  PALMER, 

Attorneys  for  defendant, 
counterclaimant. 
[Endorsed] :     Filed  Oct.  11,  1946.  [31] 


In  the  United  States  District  Court  for  the 
Northern  District  of  California,  Southern 
Division 

No.  26230-G 

WARREN  W.  DUNNELL, 

Plaintiff, 

vs. 

SAFEWAY  STORES,  INC.,  a  corporation 
of  the  State  of  Maryland, 

Defendant. 

MEMORANDUM  DECISION 
Goodman,  District  Judge.  [32] 

This  is  a  bill  in  equity  under  35  USCA  §  63  for 
a  declaration  by  the  court  that  plaintiff  is  entitled 
to  the  registration  of  the  Trade-mark  ''Safeway" 
pursuant  to  his  application  therefore  filed  in  the 
Patent  Office,  Serial  No.  453,099.  The  Commissioner 
of  patents  sustained  the  opposition  of  the  defend- 
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ant  to  the  granting  of  plaintiff's  application  and 
refused  the  registration. 

Plaintiff,  not  having  appealed  from  the  Commis- 
sioner's decision  to  the  Court  of  Customs  and  Patent 
Appeals,  filed  this  action  within  the  time  and  as 
provided  in  35  USCA  §  63. 

Plaintiff  manufactures  sanitary  paper  covers  for 
toilet  seats  and  distributes  them  in  containers  to 
])u])lic  lavatories.  Tlie  containers  are  boxes  which 
may  be  affixed  to  walls  or  otherwise  installed  in  close 
proximity  to  toilets  and  from  which  the  seat  covers 
may  be  conveniently  withdrawn.  On  the  containers 
are  the  words  "Safe"  and  "Way"  with  the  draw- 
ing of  a  toilet  seat  between  the  two  words.  It  is  the 
words  "Safe  Way,"  as  thus  used,  for  which  plain- 
tiff sought  trade  mark  registration. 

Defendant  corporation  is  owner  and  operator  of 
a  national  chain  of  approximately  2,300  retail  gro- 
cery stores  in  twenty-four  of  the  states  of  the  United 
States.  The  evidence  without  dispute  shows  that 
the  general  public  identifies  these  stores  under  the 
name  "Safeway."  Much  effort  and  money  have 
been  exjiended  to  establish  the  good  will  of  defend- 
ant's stores  under  the  name  "Safeway." 

The  Commissioner  sustained  the  opposition  to 
plaintiff's  application  for  registration  mainly  on 
the  ground  the  Safeway  stores  sell  such  "paper 
products  as  toilet  tissue  and  paper  towels,  which 
are  clearly  of  the  same  descriptive  properties  as 
applicant's  paper  toilet  seat  covers"  and  therefore 
the  mark  used  by  plaintiff  "constitutes  a  substantial 
approj^riation  of  opposer's  corporate  name." 
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There  is  no  question  in  this  case,  and  I  so  find, 
that  the  mark  used  l)y  plaintiff  is  upon  an  article  not 
in  competition  with  the  merchandise  offered  for 
sale  by  defendant.  It  is  unnecessary  to  cite  the  long 
list  of  authorities  sustaining  the  doctrine  that  even 
as  to  non-competing  goods,  courts  of  equity  will 
prevent  "unfair"  appropriation  of  another's  good 
will  name.* 

But  this  doctrine  has  certain  limits.  If  the  rela- 
tionship of  the  products  is  so  remote  as  to  foreclose 
the  possibility  that  they  come  from  the  same  source, 
equity  will  not  enforce  the  so-called  "doctrine  of 
non-competing  goods."  Waterman  &  Co.  v.  Gordon, 
2  Cir.  72  Fed.  (2d)  272;  Bulova  Watch  Co.  v.  Stolz- 
berg,  69  Fed.  Supp.  543.  In  the  latter  case,  Judge 
Sweeney  cites  as  an  example  of  too  remote  a  rela- 
tionship of  commodities,  steam  shovels  and  lipsticks. 

Here,  plaintiff's  toilet  seat  covers  are  not  sold  to 
the  public  generally.  In  fact  they  are  not  sold  at 
all.  Instead  a  sanitary  service  is  furnished  public 
lavatories.  The  public  using  these  lavatories  pays 
nothing  for  the  seat  cover.  The  mark  of  plaintiff, 
the  evidence  shows,  refers  to  a  method  of  use  and 
is  not  a  name  descriptive  of  the  article  itself. 

From  the  evidence  it  is  clear  to  me  that  there  is 
not  the  slightest  relationship  between  the  merchan- 
dise of  the  defendant  and  the  kind  of  sanitary  serv- 


*Aunt  Jemina  Mill  Co.  v.  Rigney,  2  Cir.  247  Fed, 
407;  Eastman  Photo  Material  Co.  v.  Griffiths  Cycle 
Co.  15  R.P.C.  105;  Wall  v.  Rolls  Royce  of  Amer.  3 
Cir.  4  Fed.  (2d)  333;  Yale  Elect.  Corp.  v.  Robert- 
son, 2  Cir.  26  Fed.  (2d)  972. 
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ice  provided  by  plaintiff.  Not  by  the  wildest  stretch 
of  imagination  [34]  could  a  person  using  plaintif  s 
seat  covers  in  a  public  lavatory,  be  confused  at  all 
into  believing  that  by  such  use  he  was  purchasing 
defendant's  merchandise. 

If  the  relationship  between  steam  shovels  and 
lipstocks  be  considered  too  remote,  a  fortiori,  the 
relationship  between  the  groceries  of  defendant's 
retail  stores  is  indeed  remote  from  a  sanitary  serv- 
ice supplied  to  lavatories.  There  is  no  "unfairness" 
in  plaintiff's  conduct  here  which  warrants  the  appli- 
cation of  the  "non-competitive  goods"  doctrine. 

Upon  findings  to  be  ])rc'sented,  a  decree  will  enter 
in  favor  of  plaintiff  and  against  defendant  upon  its 
counterclaim. 

Dated:    May  19,  1947. 

LOUIS  E.  GOODMAN, 

United  States  District  Judge. 

[Endorsed]:     Filed  May  20,  1947.  [35] 


[Title  of  District  Court  and  Cause.] 

ORDER  SETTLING  FINDINGS 

Ordered : 

(1)  Defendant's  proposed  amendment  No.  1  is 
allowed  as  follows:  "Since  1926  defendant  has  been 
so  engaged  in  the  operation  under  the  name  'Safe- 
way' of  retail  grocery  stores  and  sells  therein  foods 
a:nd  grocery  products  including  paper  toilet  tissue, 
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sanitary  napkins,  facial  tissue,  paper  cups,  paper 
towels,  and  paper  napkins. ' ' 

(2)  In  paragraph  XI  of  proposed  findings  change 
the  words  "even  a  single"  to  "any." 

(3)  Omit  paragraphs  VII,  VIII  and  IX  of  the 
proposed  conclusions,  inasmuch  as  decision  is  not 
based  on  such  [36]  findings. 

(4)  Otherwise  the  proposed  findings  are  ap- 
proved. 

(5)  Let  the  findings  be  engrosed  accordingly. 
Dated:     June  9,  1947. 

LOUIS  E.  GOODMAN, 

United  States  District  Judge. 
[Endorsed]:     Filed  June  9,  1947.  [37] 


[Title  of  District  Court  and  Cause.] 

FINDINGS  OF  FACT  AND  CONCLUSIONS  OF 
LAW  AS  CORRECTED  BY  ORDER  OF 
COURT  OF  JUNE  9,  1947. 

Pursuant  to  Rule  52  of  the  Rules  of  Civil  Pro- 
cedure and  local  rule  5  (e)  of  this  court,  the  court 
makes  the  following  findings  of  fact  and  conclusions 
of  law: 

Findings  of  Fact 


Plaintiff  is  a  resident  of  the  city  of  Los  Angeles, 
county  of  Los  Angeles,  and  state  of  California. 
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II. 

Defendant  is  a  eoiporation  organized  and  exist- 
ing under  the  laws  of  the  state  of  Maryland,  and 
having  its  principal  place  of  [38]  biisiness  in  the 
city  of-' Oakland,  county  of  Alameda,  and  state  of 
California*  ;  ' 

III. 

On  October  28,  1933,  plaintiff  Bunnell  adopted, 
and  continuously  and  extensively  thereafter  used 
in  domestic,  interstate  and  foreign  commerce  to  the 
time  of  trial  of  this  action,  the  trade-mark  "Safe 
Way"  within  a  design,  as  shown  in  Phiintiff's  Ex- 
hibit 1,  copy  of  application  of  plaintiff  Bunnell, 
Serial  No.  453,099,  for  registration  under  federal 
law  of  said  trade-mark  as  applied  to  paper  toilet 
seat  covers. 

IV. 

Said  application  mentioned  in  the  immediatelj'' 
preceding  finding  was  thereafter  passed  for  pub- 
lication, and  within  due  time  defendant  herein  (op- 
poser  before  the  Patent  Office)  served  and  filed  a 
notice  of  opposition  of  said  defendant-opposer, 
Safeway  Stores,  Inc.,  to  said  registration. 

V. 

After  issues  joined  on  said  notice  of  opposition 
and  testimony  duly  taken,  said  opposition  was  sus- 
tained by  the  Examiner  of  Interferences  of  the 
Patent  Office,  from  which  decision  plaintiff  herein 
appealed  to  the  Commissioner  of  Patents,  who  there- 
after, on  April  24,  1946,  affirmed  said  decision  of 
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the  Examiner  of  Interferences,  said  decision  of  the 
Commissioner  appearing  as  paper  37  in  Plaintiff's 
Exhibit  2  in  this  action,  and  reported  at  169 
IT.  S.  P.  Q.  204. 

VI. 

Within  due  time  after  said  last-mentioned  deci- 
sion of  the  Commissioner  of  Patents,  plaintiff  in 
this  action,  Bunnell,  [39]  elected  to  institute  this 
action  under  §  4915  R.  S.  U.  S.,  Title  35,  §  63,  U.  S. 
Code,  and  Title  15,  §  89,  U.  S.  Code,  instead  of  ap- 
pealing to  the  United  States  Court  of  Customs  and 
Patent  Appeals,  and  thereafter  defendant  herein 
filed  its  answer  to  the  complaint. 

VII. 

Plaintiff  manufactures  sanitary  paper  covers  for 
toilet  seats  and  distributes  them  in  containers  to 
public  lavatories.  The  containers  are  boxes  which 
may  be  affixed  to  walls  or  otherwise  installed  in 
close  proximity  to  toilets  and  from  which  the  seat 
covers  ma,y  be  conveniently  withdrawn.  On  the 
containers  are  the  words  "Safe"  and  "Way"  with 
the  drawing  of  a  toilet  seat  between  the  two  words. 
It  is  the  words  "Safe  Way"  as  thus  used,  for  which 
plaintiff  sought  trade-mark  registration,  disclaim- 
ing the  representation  of  a  toilet  seat  cover  except 
as  part  of  the  said  trade-mark  claimed. 

VIII. 

Plaintiff's  toilet  seat  covers  are  not  sold  to  the 
public  generally.    In  fact  they  are  not  sold  at  all. 
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Instead  a  sanitary  service  is  furnished  public  lava- 
tories. The  public  using  these  lavatories  pays  noth- 
ing for  the  seat  cover. 

IX. 

Defendant  corporation  is  owner  and  operator  of 
a  national  chain  of  approximately  2,300  retail  gro- 
cery stores  in  twenty-four  of  the  states  of  the  United 
States.  The  evidence  without  dispute  shows  that  the 
general  public  identifies  these  stores  under  the  name 
''Safeway."  Much  effort  and  money  have  been  ex- 
pended to  establisli  the  good  will  of  defendant's 
stores  under  the  name  "Safeway."  Since  1926  de- 
fendant has  been  so  engaged  in  the  operation,  undei* 
the  name  "Safeway,"  of  retail  grocery  stores,  and 
sells  [40]  therein  foods  and  grocery  products,  in- 
cluding paper  toilet  tissue,  sanitary  napkins,  facial 
tissue,  paper  cups,  paper  towels,  and  ]iaper  napkins. 

X. 

The  Commissioner  sustained  the  opposition  to 
plaintiff's  application  for  registration  mainly  on  the 
ground  the  Safeway  stores  sell  such  "paper  prod- 
ucts as  toilet  tissue  and  paper  towels,  which  are 
clearly  of  the  same  descriptive  properties  as  appli- 
cant's paper  toilet  seat  covers"  and  therefore  the 
mark  used  by  plaintiff  "constitutes  a  substantial  ap- 
propriation of  opposer's  corporate  name."  The  evi- 
dence in  tliis  action  shows  that  they  are  not  of  the 
same  descriptive  properties. 
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XI. 

The  evidence  is  conclusive,  and  in  fact  it  is  ad- 
mitted by  defendant,  that  neither  defendant  nor  any 
of  its  subsidiary  corporations,  of  which  it  owned 
stock  or  which  it  afterwards  acquired,  at  the  end 
of  1942  (1941  as  to  a  single  one  of  them)  which 
was  only  one  year  and  three  months  before  the 
filing  of  said  opposition,  ever  had  a  single  call  for 
toilet  seat  covers,  nor  did  defendant  or  any  of  its 
subsidiaries  ever  manufacture,  cause  to  be  manu- 
factured, approve  for  sale,  purchase  for  sale,  or 
offer  for  resale,  any  toilet  seat  cover  under  the  name 
"Safe  Way"  or  under  any  other  name,  or  at  all. 

XII. 

During  all  the  time  from  plaintiff's  first  adoption 
and  use  of  said  trade-mark,  the  evidence  shows  that 
no  one  ever  confused  the  source  of  manufacture, 
distribution  or  sponsorship  of  plaintiff  Bunnell's 
said  product  (or  any  other  seat  cover  whatsoever) 
as  being  by  defendant  in  this  action.  [41] 

XIII. 

The  evidence  conclusively  shows  that  plaintiff 
only  sold  his  toilet  seat  covers  under  said  trade- 
mark to  i:)ublic  service  corporations,  such  as  gaso- 
line service  stations,  transportation  companies, 
newspaper  offices,  and  others,  and  not  to  the  general 
I)ublic  including  grocery  store  customers,  for  dis- 
tribution by  said  concerns  gratis  to  users  of  said 
public  services. 
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XIV. 

There  is  no  evidence  that  phiintiff  ever  traded  on 
any  reputation  of  defendant;  on  the  contrary,  al- 
ways, from  his  first  adoption  and  use  of  the  name 
imtil  and  throiigli  the  opposition  proceedings  in  this 
case,  plaintiff  advertised  said  product  under  said 
name — not  in  mediums  easily  accessible  to  grocery 
store  customers — but  in  special  trade  lists,  and 
which  could  bo  reached  by  his  special  class  of  dis- 
tributors, and  then  only  under  his  fictitious  name 
"Sani-Gard  Sales  Company",  duly  registered  under 
the  laws  of  the  state  of  California,  and  later,  after 
a  slight  change  in  the  name,  '"Sani-Gard  Cover 
Company."  The  latter  was  also  registered  under 
the  laws  of  the  state  of  California,  and  all  of  said 
products  were  plainly  marked  with  the  source  of 
manufacture,  "Sani-Gard  *  *  *  Company"  during 
all  the  years  plaintiff  distrilnitod  said  product,  and 
during  all  such  time  plaintiff  Dunnell's  special  cus- 
tomers were  kept  advised  of  his  source  of  manu- 
facture. 

XV. 

While  it  may  be  conceded  that  defendant  has  a 
good  reputation  as  a  distributor  of  grocery  store 
items  (toilet  seat  covers  under  any  name  whatsoever 
never  having  been  among  such  items  of  distribution 
by  defendant  or  any  of  its  subsidiaries),  plaintiff's 
reputation  in  the  sale  of  toilet  seat  covers  under 
said  trade-miark  and  under  his  own  fictitious  name, 
"^ani-Gard  *  *  *  Company,"  up  to  [42]  the  time 
of  the  trial  of  this  action  is  conclusively  proven  by 
sales  aggregating  172,725,000  toilet  seat  covers. 
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XVI. 

The  evidence  shows  conclusively  that  up  to  the 
time  of  the  filing  of  the  opposition  in  the  Patent 
Office  by  defendant  in  this  action  of  the  over  172,- 
000,000  toilet  seat  covers  distributed  by  plaintiff 
DunneU  (as  set  forth  in  Finding  XV  hereof)  plain- 
tiff Bunnell  distributed  in  the  state  of  California 
alone  44,080,000  toilet  seat  covers  under  said  trade- 
mark, at  least,  approximately,  twenty-five  per  cent 
of  said  sales  being  in  the  Oakland  San  Francisco 
Bay  territory  (defendant's  principal  place  of  busi- 
ness being  in  Oakland),  all  without  protest  on  be- 
half of  defendant. 

XVII. 

There  is  no  evidence  in  the  record  of  this  action 
to  support  any  allegation  or  inference  of  damage 
to  defendant,  of  unfair  competition  by  plaintiff  with 
any  activities  of  defendant;  on  the  contrary,  the 
evidence  shows  conclusively  that  defendant  has  not 
been  damaged  by  any  use  by  plaintiff  of  his  said 
trade-mark  as  to  applied,  and  cannot  in  the  future 
be  damaged  by  granting  the  prayer  of  the  com- 
plaint. 

XVIII. 

The  mark  of  plaintiff,  as  the  evidence  shows, 
refers  to  a  method  of  use  and  is  not  a  name  de- 
scriptive of  the  article  itself. 

XIX. 

From  the  evidence  it  is  clear  to  this  court  that 
there  is  not  the  slightest  relationship  between  the 
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merchandise  of  the  defendant  and  the  kind  of  sani- 
tary service  provided  by  plaintiff.  Not  by  the 
wildest  stretch  of  imagination  could  a  person  using 
[43]  plaintiff's  seat  covers  in  a  public  lavatory,  be 
confused  at  all  into  believing  that  by  such  use  he 
was  purchasing  defendant's  merchandise. 

XX. 

There  is  and  has  been  no  "unfairness"  in  plain- 
tiff's conduct,  as  recited  in  defendant's  counter- 
claim, or  otherwise,  to  warrant  application  of  the 
"non-competitive  goods''  doctrine.  Any  relation- 
ship between  groceries  of  defendant's  retail  stores 
is  extremely  remote  from  the  sanitary  service  by 
plaintiff  supplied  to  lavatories. 

Dated  this  18th  day  of  June,  1947. 

LOUIS  E.  GOODMAN, 

United  States  District  Judge. 

Conclusions  of  Law 


This  court  has  jurisdiction  of  the  parties  in  the 
subject  matter  of  this  action. 

—  IL 

It  is  not  necessary  under  the  express  provisions 
of  the  Act,  Title  35,  §38,  U.  S.  Code,  and  Title  15, 
§83,.-  U^  S,  -Code^  to  join  the  Commissioner  of  Patents 
^Se^a  pa^ty.io.tjbis  aetian. 
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III. 

This  action  requires  a  trial  de  novo,  and  is  not 
an  appeal  from  any  decision  of  the  Patent  Office 
denying  registration.  [44] 

IV. 

Defendant  has  not  been  damaged,  as  asserted  in 
its  counterclaim,  and  cannot  be  damaged  in  the  fu- 
ture, by  any  act  of  plaintiff  in  the  use  of  his  said 
trade-mark  as  so  applied,  nor  can  defendant  be 
damaged  by  the  authorization  of  this  court,  to  the 
Patent  Office  to  grant  registration  of  his  trade-mark 
as  prayed  in  the  complaint, 

V. 

Plaintiff  became  the  owner  of  said  trade-mark 
"Safe  Way"  as  so  applied,  imder  the  common  law 
by  adoption  and  use  in  October,  1933,  and  since  said 
date  has  not  abandoned  the  use  of  said  mark,  and  is 
still  the  owner  thereof. 

VI. 

The  extensive  use  of  the  name  "Safeway"  by 
individuals,  corporations  or  concerns  other  than  de- 
fendant in  this  action  in  their  corporate  or  business 
names,  and  such  extensive  use  of  said  mark  as  a 
trade-mark  as  shown  by  many  registrations  of  it 
prior  to  the  time  defendant  in  this  action  acquired 
title  to  the  stores  of  its  alleged  subsidiary  corpora- 
tions (in  which  it  owned  stock  prior  to  acquirement 
of  title)  should  bar  defendant  from  opposing  ap- 
plicant's registration  and  warrant  the  grant  of  the 
relief  prayed  in  the  complaint. 
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X. 

The  circumstances  (even  if  true,  but  not  shown 
by  the  evidence  and  not  proven  or  capable  of  in- 
ference from  the  evidence)  that  the  registration  of 
plaintiff's  mark  will  cause  confusion  and  mislead 
the  public  into  belief  that  applicant's  goods  are 
manufactured  by  or  sponsored  by  defendant  in  this 
action,  and  that  such  would  damage  defendant,  is 
not  damage  of  the  character  contemplated  by 
statute,  and  the  prayer  for  authorization  of  this 
court  of  [45]  registration  of  plaintiff's  mark  must 
be  granted,  since  toilet  seat  covers  and  grocery  items 
are  not  goods  of  the  same  descriptive  properties. 

XI. 

"^Poilet  seat  covers,  under  the  law,  are  not  of  the 
same  descriptive  properties  as  grocery  items  sold 
by  defendant,  such  as  paper  towels  or  toilet  tissues. 

XII. 

It  is  not  baldly  the  law  that  "all  that  is  necessary 
is  that  the  corporation  (opposer)  come  into  exist- 
ence before  the  application  to  register  by  plaintiff 
is  filed",  in  that  the  special  circumstances  of  each 
case  must  be  looked  into,  and  the  law  of  imfair  com- 
petition should  bo  considered  and  correctly  applied 
in  every  case. 

Dated  this  18th  day  of  June,  1947. 

LOITIS  E.  GOODMAN, 

United  States  District  Judge. 

[Affidavit  of  service  by  mail.] 
[Endorsed] :    Filed  June  18,  1947.  [46] 
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In  the  District  Court  of  the  United  States  for  the 
Northern  District  of  California,  Southern  Divi- 
sion 

Civil  Action  No.  26230-G 

WARREN  W.  DUNNELL, 

Plaintiff, 

vs. 

SAFEWAY  STORES,  INC.,  a  corporation  of  the 
state  of  Maryland, 

Defendant. 

JUDGMENT 

The  above-entitled  cause  having  come  on  regularly 
for  trial,   Honorable   Louis   E.    Goodman,   United 

States  District  Judge,  presiding: 

It  is  hereby  Ordered,  Adjudged  and  Decreed  as 
follows : 

I. 

That  this  court  has  jurisdiction  of  the  parties  and 
subject-matter  in  this  action. 

II. 

That  the  prayer  of  the  complaint  be,  and  the  same 
is  hereby  granted,  and  the  Commissioner  of  Patents 
is  hereby  authorized  and  directed  to  grant  the  regis- 
tration requested  [48]  by  applicant  (plaintiff 
herein)  Warren  W.  Dunnell,  in  application  for 
registration.  Serial  No.  453,099,  filed  May  19,  1942. 
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III. 

That  the  prayer  of  defendant-counterelaimant  in 
its  counterclaim  be,  and  the  same  is  hereby,  denied, 
and  that  said  counterclaim  be,  and  the  same  is 
hereby  dismissed  at  counterclaimant's  costs. 

IV. 

That  plaintiff  herein  recover  his  costs  and  taxable 
disbursements  herein  in  the  sum  of  $116.14  and 
that  execution  issue  therefor. 

Entered  this  18th  of  June,  1947. 

LOUIS  E.  GOODMAN, 

United  States  District  Judge. 

Approved  as  to  form  as  provided  in  Rule  5  (d). 

MITCHELL  T.  NEFF, 
WILLARD  S.  JOHNSTON, 
ORRICK,  DAHLQUIST,  NEFF, 
BROWN  &  HERRINGTON, 
Attorneys  foi*  defendant- 
counterelaimant.  [49] 

(Acknowledgement  of  Receipt  of  Copy.) 
[Endorsed]:     Filed  and  Entered  June  18,  1947. 


[Title  of  District  Court  and  Cause.] 

NOTICE  OF  APPEAL  TO  CIRCUIT 
COURT  OF  APPEALS 

Notice   Is   Hereby   GiA^en   that    Safeway    Stoi-es, 
Incorporated,  a  corporation.  Defendant  and  Coun- 
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terclaimant  above  named,  hereby  appeals  to  the 
Circuit  Court  of  Appeals  for  the  Ninth  Circuit 
from  the  final  judgment  entered  in  the  above  en- 
titled action  on  June  18,  1947. 

Dated :    September  15,  1947. 

MITCHELL  T.  NEFF, 
WILLARD  S.  JOHNSTON, 
ORRICK,  DAHLQUIST,  NEFF, 
BROWN  &  HERRINGTON, 
Attorneys  for  Appellant. 

[Endorsed]:     Filed  Sept.  15,  1947.  [51] 


[Title  of  District  Court  and  Cause.] 

DESIGNATION  BY  DEFENDANT  AND  COUN- 
TERCLAIMANT  OF  PORTIONS  OF  THE 
RECORD  PROCEEDINGS  AND  EVI- 
DENCE TO  BE  CONTAINED  IN  THE  REC- 
ORD ON  APPEAL 

Comes  now  Safeway  Stores,  Incorporated,  a  cor- 
poration, Defendant  and  Counterclaimant  above 
named,  and  having  hied  herein  its  Notice  of  Apj)eal 
to  the  Circuit  Court  of  Appeals,  hereby  designates 
for  inclusion  and  to  be  contained  in  the  record  on 
said  appeal,  the  complete  record  and  all  proceedings 
and  evidence  in  the  above  entitled  action,  including 
but  not  in  limitation  of  the  foregoing,  all  pleadings, 
the  findings  of  fact  and  conclusions  of  law,  the 
judgmejit,  the  opinion,  all  of  the  evidence  received 
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at  the  trial  of  said  action  including  [52]  the  testi- 
mony of  the  witnesses,  depositions  and  other  docu- 
mentary and  physical  evidence,  all  exhibits  except 
Exhibit  N,  the  notice  of  appeal  and  the  order  dated 
September  16,  1947  for  the  transmission  of  exhibits 
to  the  Circuit  Court  of  Appeals. 

Dated:     September  17,  1947. 

MITCHELL  T.  NEPF, 
WTLLARD  S.  JOHNSTON, 
ORRTCK,  DAHLQUIST,  NEFF, 
BROWN  &  HERRINGTON, 

Attorneys  for  Appellant. 

Receipt  of  a  co])y  of  tlie  foregoins;  Designation  is 
hereby  admitted  this  17th  day  of  September,  1947. 

JOSEPH  F.  WESTALL, 
EDWARD  F.  WESTALL, 
WESTALL  AND  WESTALL, 
CHARLES  M.  FRYER, 
By  CHARLES  M.  FRYER, 

Attorneys  for  Plaintiff  and 
Counterclaim-Defendant. 

[Endorsed]:     Filed  Sept.  17,  1947.  [54] 


[Title  of  District  Court  and  Cause.] 

ORDER 

Good  Cause  Appearing  Therefor,  It  Is  Ordered 
that  the  Clerk  of  the  United  States  District  Court 
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for  the  Northern  District  of  California,  Southern 
Division,  transmit  the  following  exhibits  and  other 
documentary  and  physical  evidence  and  the  report- 
er's transcript  to  the  Clerk  of  the  Circuit  Court  of 
Appeals  for  the  Ninth  Circuit  for  use  and  inspec- 
tion by  said  Appellate  Court  in  connection  with 
the  appeal  in  the  above-entitled  action,  and  that  at 
the  conclusion  of  the  appeal  that  said  exhibits  and 
other  documentary  and  physical  evidence  and  said 
reporter's  transcript  be  returned  to  the  Clerk  of 
this  Court,  to-v;it: 

1.  Plaintiff's  Exhibits  through  6,  both  inclusive. 

2.  Defendant's  Exhibits  A,  I,  J,  K,  L,  M,  N,  O, 
P,  Q,  R,  S,  IT,  V  and  X. 

3.  The  photostatic  copies  of  Defendant's  Exhibits 
B,  C,  D,  E,  P,  G,  H,  T  and  W  that  have  been 
substituted  for  the  originals  of  said  exhil)its 
pursuant  to  the  orders  of  the  above-entitled 
Court. 

4.  Deposition  of  Warren  W.  Dunnell  taken  in 
Los  Angeles  February  28,  1947. 

Dated:     September  17,  1947. 

LOUIS  E.  GOODMAN, 

Judge  of  the  United  States 
District  Court. 

[Endorsed] :     Filed  Sept.  17,  1947.  [55] 
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[Title  of  District  Court  and  Cause.] 

DESIGNATION  OF  PLAINTIFF  AND  COUN- 
TERCLAIM DEFENDANT  OF  PORTIONS 
OF  THE  RECORD  PROCEEDINGS  AND 
EVIDENCE  TO  BE  ICONTAINED  IN  THE 
RECORD  ON  APPEAL 

Defendant,  Safeway  Stores,  Inc.,  has  heretofore, 
on  September  16  last,  filed  with  the  Clerk  of  the 
District  Court  its  "Designation  *  *  *  of  Portions  of 
the  Record  Proceedings  and  Evidence  to  be  Con- 
tained ill  the  Record  on  Ap])eal."  While  said  desig- 
nation appears  to  be  of  the  whole  record,  in  some 
res])ects  it  appears  slightly  ambiguous  in  that  (while 
a])])arently  implied)  it  has  not  specified  clearly,  par- 
ticularly : 

(1)  Plaintiff's  exhibit  1,  certified  copy  of  the  ap- 
plication of  AA^arren  AV.  Duimell,  Serial  No.  453,099, 
filed  May  19,  1942,  for  registration  of  the  trade- 
mai'k  "Safe  AA^ay"  as  a])plied  to  toilet  seat  covers, 
together  with  paper  No.  13  of  said  application, 
namely  action  of  the  Patent  OfiBce  in  passing  for 
pnl)lication  in  the  Official  Gazette. 

(2)  Plaintiff's  exhibit  2,  certified  copy  of  papers 
1,  3,  5,  6,  7,  8,  and  37  in  Opposition  No.  23,281,  com- 
prising : 

(1)  Notice  of  opposition  of  defendant  in  this 
case,  filed  in  the  Patent  Office  on  April  6, 
1944,  and  its  accompanying  exhibits; 

(3)  Patent  Office  notice  of  May  4,  1944,  of  said 
opposition ; 
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(5)  Plaintiff-applicant's  response  to  Office  Ac- 
tion of  May  4,  1944; 

(6)  Patent  Office  action  of  May  20,  1944; 

(7)  Plaintiff's  answer  to  notice  of  opposition; 

(8)  Office  Action  of  June  6,  1944;  and 

(37)  Decision  of  April  24,  1946,  of  the  First 
Assistant  Commissioner  of  Patents,  refus- 
ing applicant's  request  for  registration. 

(3)  Plaintiff's  exhibit  3,  Patent  Office  certified 
[56]  copy  of  the  testimony  for  both  plaintiff-appli- 
cant and  opposer-defendant  in  this  case  taken  in 
said  opposition  proceeding  No.  23,281,  together  with 
each  of  the  exhibits  offered  in  evidence  during  the 
taking  of  said  depositions. 

We  emphasize  that  each  of  these  exhibits  com- 
prising, as  they  do,  important  evidence  in  suppoi-t 
of  the  decision  of  the  District  Court  appealed  from, 
and  necessary  to  be  fully  considered  by  the  Court  of 
Appeals  (and  pages  of  the  printed  record  to  be  in- 
dicated), that  each  of  said  exhibits  be  printed  in  the 
record  on  appeal.  We  also  must  emphasize  that  we 
do  not  have  copies  of  these  from  which  to  work,  and 
would  be  seriously  handicaped  unless  they  are 
printed  in  the  appeal  record. 

Dated  this  24th  day  of  September,  1947. 

WESTALL  &  WESTALL, 
Attorneys  for  Plaintiff- 
Appellee. 

By  /s/  JOSEPH  F.  WESTALL. 
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We  hereby  certify  that  we  have  served  the  fore- 
gomg  designation  upon  opposing  counsel,  Orriek, 
Dahlquist,  Neff,  Brown  and  Herrington,  by  mailing 
with  postage  fully  prepaid  to  the  address  of  said 
attorneys,  405  Montgomery  Street,  San  Francisco 
4,  California,  this  24th  day  of  September,  1947. 

WESTALL  &  WESTALL, 

Attorneys  for  Plaintiff  and 
Counterclaim  Defendant. 

By  /s/  JOSEPH  F.  WESTALL. 

[Endorsed]:     Filed  Sept.  25,  1947.  [57] 


[Title  of  District  Court  and  Cause.] 

ORDER  EXTENDING  TIME  TO  DOCKET 

Good  cause  a]"tpearing  therefor,  it  is  hereby  Or- 
dered that  the  Appellants  herein  may  have  to  and  in- 
cluding December  4,  1947,  to  file  the  Record  on  Ap- 
peal in  the  United  States  Circuit  Court  of  Appeals 
in  and  for  the  Ninth  Circuit, 

Dated :     October  24,  1947. 

LOUIS  E,  GOODMAN, 

United  States  District  Judge. 

[Endorsed]:     Filed  Oct.  24,  1947.  [58] 
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District  Court  of  the  United  States,  Northern 
District  of  Oalifornia 

CERTIFICATE  OF  CLERK  TO  TRANSCRIPT 
OF  RECORD  ON  APPEAL 

I,  C.  W.  Calbreath,  Clerk  of  the  District  Court  of 
the  United  States,  for  the  Northern  District  of  Cali- 
fornia, do  hereby  certif}^  that  the  foregoing  58 
pages,  numbered  from  1  to  58,  inclusive,  contain  a 
full,  true,  and  correct  transcript  of  the  records  and 
proceedings  in  the  case  of  Warren  W.  Dunnell,  Pe- 
titioner, vs.  Safeway  Stores,  Inc.,  a  corporation.  De- 
fendant, No.  26230  G,  as  the  same  now  remain  on 
file  and  of  record  in  my  office. 

I  further  certif}"  that  the  cost  of  preparing  and 
certifying  the  foregoing  transcript  of  record  on  ap- 
peal is  the  sum  of  $10.70  and  that  the  said  amoimt 
has  been  paid  to  me  by  the  Attorney  for  the  appel- 
lant herein. 

In  Witness  Whereof,  I  have  hereunto  set  my 
hand  and  affixed  the  seal  of  said  District  Court  at 
San  Francisco,  California,  this  2nd  day  of  Novem- 
ber, A.D.  1947. 

[Seal]         /s/  C.  W.  CALBREATH, 
Clerk. 
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In  the  Southern  Division  of  the  United  States 
District  Court  for  the  Northern  District  of 
California 

Before:  Hon.  Louis  E.  Goodman, 
Judge. 

No.  26230-G 


WARREN  W.  DUNNELL, 

vs. 
SAFEWAY  STORES,  INC., 


Plaintiff, 


Defendant. 


REPORTER'S  TRANSCRIPT 
Excerpt  of  Proceedings  of  March  12,  1947 
Counsel  appearing: 

For  plaintiff:     Joseph  F.  Westall,  Esq. 

For  defendant :     Willard  Johnston,  Esq. 

Mr.  Westall:  I  offer  as  ]>lnintiff's  exhibit  No.  1 
a  certified  copy  of  the  A])plication  of  Warren  W. 
Dunnell,  No.  453,099,  tiled  :May  19,  1942,  for  regis- 
tration of  the  trade-mark  Safe  Way,  as  applied  to 
toilet  seat  covers. 

The  Court:     Any  objection? 

Mr.  Johnston:  I  understand  opportunity  will 
be  afforded  to  cross-examine  on  any  of  these  ex- 
hibits. 

The  Court :    Yes.  The  exhibit  may  be  marked. 

(Certified  copy  patent  application   #453099 
marked  Plaintiff's  Exhibit  No.  1.) 
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Mr.  Westall :  We  offer  as  plaintiff 's  exhibit  No. 
2  certified  copies  of  Papers  1,  3,  5,  6,  7  and  37  in  op- 
position No.  23281  comprising  Notice  of  Opposition 
filed  April  6,  1944,  and  its  accompanying  exhibits. 

(Patent  Office  Record  in  Opposition — Safe 
Way  marked  Plaintiff's  Exhibit  No.  2.) 

Certificate  of  Reporter 

I,  F.  J.  Sherry,  Official  Reporter,  certify  that  the 
foregoing  page  2  is  a  true  and  correct  transcript  of 
the  matter  therein  transcribed  as  reported  by  me 
and  thereafter  reduced  to  typewriting,  to  the  best 
of  my  ability. 

/s/  F.  J.  SHERRY. 


Wednesday,   March   12,   1947 
10:00  o'clock  A.M. 

The  Clerk:     Bunnell  vs.  Safeway. 
Mr.  Westall:     Ready  for  Plaintiff. 
Mr.  Johnston:     Ready. 

(After  opening  statements  the  following  tes- 
timony was  taken.) 

WARREN  W.  BUNNELL 

called  as  a  witness  on  behalf  of  the  Plaintiff;  and 
having  been  first  duly  sworn,  testified  as  follows: 

The   Clerk:     Will   you   state   your  name   to   the 
Court  *?  A.     Warren  W.  Bunnell. 
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(Testimony  of  Warren  W.  Bunnell.) 
Direct  Examination 

By  Mr.  Westall : 

Q.  Mr.  Binmell,  I  place  before  you  a  tabulation 
entitled  "Safe  Way  Seat  Cover — Number  of  Seat 
Covers  Sold  in  Besi.oinated  Territories"  from  the 
date  of  Plaintiff's  Exhibit  Q  to  the  filing  of  the  com- 
plaint in  this  ease  July  30,  1946,  and  I  ask  you  if 
you  prepared  that  statement? 

A.  This  is  not  the  exhibit  I  believe  you  referred 
to. 

Q.     Yes,  I  am  referring?  to  that  now,  because 

A.     They  are  both  the  same. 

Mr.  Westall :  Wait  a  minute.  T  didn't  give  you 
Exhibit  Q.  I  thought  I  gave  the  Court  Exhibit  Q. 
I  have  a  copy  of  it  here  and  perhaps  T  can  hand  up 
this  copy.  [2*] 

Mr.  Johnston :     That  is  perfectly  agreeable. 

Mr.  Westall :     It  is  our  office  copy  of  the  exhibit. 

The  Court:  Bo  you  wish  the  witness  to  look  at 
this? 

Mr.  Westall :     He  knows  what  it  is. 

(Paper  handed  to  witness  by  the  Court.) 

Mr.  Westall:  And  Counsel  has  seen  this  exhibit 
before.  It  was  taken  from  Mr.  Bunnell 's  deposition. 

Will  you  read  the  last  question  I  put  to  the  wit- 
ness, please,  Mr.  Reporter? 

(Question  read.) 


*  Page  numbering  appearing  at  top  of  page  of  Reporter's  certified 
Transcript  of  Record. 
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(Testimony  of  Warren  W.  Dunnell.) 

Q.  (By  Mr.  Westall)  You  keep  all  your  rec- 
ords of  your  company,  the  Sani-Gard  Company,  do 
you  not?  A,     I  do. 

Q.  And  prepared  that  statement  from  an  ex- 
amination of  those  records,  did  you  not? 

A.     I  have,  yes,  sir. 

Q.  Is  that  a  correct  tabulation  of  the  number  of 
Safe  Way  Toilet  Seat  Covers  you  have  sold  during 
the  period  from  1942,  including  1946  ? 

Mr.  Johnson:  Just  a  moment,  I  don't  believe 
that  is  competent  evidence  at  this  time.  In  this  case 
the  Court  is  asked  to  reverse  a  decision  of  the  Patent 
Commissioner  on  the  basis  of  an  application  that 
was  presented  to  the  Patent  Commissioner  in  1942. 
In  that  case  evidence  was  presented  showing  his 
sales  and  volume  of  business  up  to  1942.  It  does  [3] 
not  seem  to  me  that  since  then  and  since  the  oppo- 
sition it  is  material  to  show  what  business,  if  any, 
he  has  done  since  that  time.  That  has  no  bearing 
wiiatsoever  on  the  validity  of  the  Patent  Office  de- 
cision. 

Mr.  Westall:  You  brought  it  out  in  the  deposi- 
tion. 

Mr.  Johnston:  I  brought  it  out  for  discovery, 
yes,  but  it  hasn't  any  bearing  here. 

Mr.  Westall :  This  is  a  trial  de  novo,  and  not  an 
appeal.  If  it  was  an  appeal  Counsel  would  be  correct. 

The  Court :  It  is  a  trial  de  novo,  but  I  take  it  if 
there  was  a  change  of  circumstance,  or  a  factual 
change  between  the  hearing  before  the  Commissioner 
and  the  hearing  before  this  Court,  that  that  woald 
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(Testimony  of  Warren  W.  Dimnell.) 
not  justify  the  Court,  would  it,  in  determining  the 
matter  differently  than  the  Commissioner'?  While  it 
is  a  trial  de  novo  this  Court  does  not  act  as  a  Patent 
Ofl&ce  examiner  as  if  the  matter  were  being  for  the 
first  time  presented  here. 

It  is  a  trial  de  novo,  but  only  in  the  sense  that  the 
Court  eau  hear  any  other  evidence  that  would  be 
pertinent  to  the  ap])lication  that  was  pending  before 
the  Commissioner. 

Mr.  Westall:  It  is  possible  your  Honor's  view 
is  correct,  but  we  thought  inasmuch  as  we  had  a 
right  to  file  this  case  and  anything  subsequent  to  that 
time  as  showin.g  wide  distribution  and  good  repu- 
tation, that  he  had  in  doing  business 

The  Court:  You  wish  to  show  that  the  business 
of  this  [4]  company  has  increased  since  the  time  of 
the  application"? 

Mr.  Westall :  Yes,  very  much.  In  other  words,  it 
was  only  72  million  then  that  he  sold.  Now,  it  is  172 
million  to  date  and  he  had  tried  to  do  that  and  he 
had  a  ■i)erfect  right  to  do  it  regardless  of  whether 
registration  was  granted.  They  have  attacked  in- 
ferentially  and  otherwise  his  good  reputation  for 
selling.  That  shows  he  has  a  good  reputation  and  it 
shows  the  seat  covers  have  a  good  reputation  be- 
cause of  the  vast  number  he  has  sold. 

The  Court :     To  that  limited  extent  I  will  allow  it. 

I  think  the  objection  might  be  technically  correct, 

but  for  the  limited  purpose  of  showing  there  is  a 

substantial  business  involved,  I  will  allow  it. 

.  Q.,     (By  Mr.  Westall)     You  have  testified  in  the 
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(Testimony  of  Warren  W.  Dunnell.) 
opposition  proceeding  that  during  all  the  time  you 
used  Safe  Way  trademark  as  applied  to  toilet 
seat  covers  no  instance  of  any  confusion  as  to  the 
source  of  manufacture,  being  you  as  the  Sani-Gai'd 
Sales  Company,  has  ever  come  to  your  attention.  I 
will  now  ask  you  if  any  instance  of  any  confusion  as 
to  the  source  of  manufacture  has  ever  come  to  your 
knowledge  since  the  time  of  giving  your  testimony 
in  the  oppsition  proceeding. 

Mr.  Johnston:     Same  objection. 

The  Court:  Same  ruling.  The  Court  can  con- 
sider any  matters  that  reasonably  bear  even  more 
recently  on  this  matter. 

Mr.  Westall:  That  is  true  so  far  as  our  counter 
claim  is  [5]  concerned.  I  didn't  understand  he  was 
presenting  his  claim,  his  case  on  the  counter  claim 
now. 

The  Court :  Now,  you  have  asked  him  two  ques- 
tions and  we  have  not  had  an  answer  to  one  of 
them  yet.  Will  you  read  the  first  of  the  questions? 

(Record  read.) 

The  Witness:  Yes,  sir,  this  is  a  correct  tabula- 
tion. 

Mr,  Westall:  Now,  will  you  read  the  last  ques- 
tion I  put  to  the  witness? 

(Record  read.) 

The  Witness :  There  has  never  come  to  my  atten- 
tion any  instance  of  confusion  at  any  time  since  T 
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(Testimony  of  Warren  W.  Dunnell.) 

have  been  in  business  with  respect  to  the  sales  of 

Safe  Way  Seat  Covers. 

The  Court:  What  do  the  sales  amount  to  in 
:dollars  and  cents  in  your  business,  annually,  in  the 
last  two  years? 

The  Witness:  You  are  interested  in  that  and  we 
have  p^iven  you  the  figure  of  seventy-three  and  a 
half  million,  but  up  to  the  time  of  this  opposition 
proceeding  that  would  come  to  about  $125,000,000. 

The  Court:  So  that  the  year  in  which  you  sold 
$72,000,000  would  amount  to  your  volume  of  busi- 
ness in  that  year? 

The  Witness :     That  is  correct. 

Q.  (By  Mr.  Westall)  :  Do  you  own  this  busi- 
ness ? 

A.     I  am  the  sole  owTier  of  the  l)usiness.  [6] 

Q.  How  long  have  you  been  engaged  in  that 
business?  A.     Since  1931. 

Q.  That  is  exclusively  your  business,  manufac- 
turing and  selling  these  seat  covers? 

A.     That  is  my  entire  business. 

Q.     And  you  are  the  sole  owner? 

A.     I  am  the  sole  owner  (^f  the  business. 

The  Court:  I  will  take  an  adjournment  until 
two  o'clock. 

I  don't  want  you  to  think  I  am  trying  to  hurry 
you  unduly  in  this  case,  but  I  don't  see  that  any 
purpose  would  be  served  in  Counsel  reading  to  the 
Court  these  long  records.  If  there  is  any  pai-ticu- 
lar  evidence  to  look  at,  or  if  it  is  necessary  for  me 
to  read  all  of  it,  I  will  do  so,  but  it  will  be  unduly 
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(Testimony  of  Warren  W.  Bunnell.) 
wasteful  of  the  Court's  time  to  read  all  of  this"  rec- 
ord during  court  hours. 

As  I  see  it,  there  is  not  very  much  factual  dispute, 
so  if  Counsel  can  present  this  afternoon  the  addi- 
tional testimony,  we  can  consider  the  proper  way  of 
submitting  the  matter. 

I  just  wanted  to  make  it  clear  to  you  that  I  am 
not  intending  to  cut  off  either  side  from  presenting 
anything  they  want,  but  I  am  trying  to  find  a  way 
of  doing  it  without  unduly  wasting  time. 

Mr.  Westall:  I  think  in  making  my  opening 
statement  I  believe  I  cited  controlling  circumstances 
which  could  be  stated  very  briefly  in  a  very  few 
pages.  The  entire  contents  could  [7]  be  stated  in  a 
few  pages. 

Mr.  Johnston:  Of  course,  how  much  additional 
testimony  Counsel  has,  or  how  long  his  case  will 
take,  1  don't  know,  but  I  have  one  witness  who  is 
scheduled  to  be  in  Los  Angeles  tomorrow.  I  would 
like  to  have  him  heard  today  so  that  he  can  get 
away. 

The  Court :     I  will  hear  him  this  afternoon. 

(Thereupon  an  adjournment  was  taken  until 
two  o'clock  p.m.)  [8] 


Afternoon  Session,  March  12,  1947 
2:00  o'clock  P.M. 

The  Court:     Proceed. 

Mr.  Westall :     I  would  like  to  have  Mn  Dunnell 
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take  the  stand.  There  are  just  a  few  questions  that 
I  want  to  ask,  formal  questions  in  proof  of  allega- 
tions of  the  com]ilaint  which  have  been  denied. 
The  Court :     Very  well. 

WARREN  W.  BUNNELL 

recalled  on  behalf  of  the  plaintiff;  and  having  been 
previously  sworn,  testified  as  follows: 

Direct  Examination 
(Resumed) 

By  Mr.  Westall : 

Q.     I  don't  believe  you  stated  your  residence? 

A.     I  am  a  resident  of  Los  Angeles,  California. 

Q.  You  are  a  citizen  of  the  United  States,  are 
you  not?  A.     Yes,  I  am. 

Q.     And  you  are  the  i)laintiff  in  this  case? 

A.     r  am  the  plaintiff  in  this  case. 

Q.  You  were  a  part  to  the  opposition  ])roceed- 
ing  No.  23,281  in  the  Patent  Office,  were  you  not  ? 

A.     Yes,  sir. 

Q.  Since  giving  your  testimony  in  said  opposi- 
tion proceeding,  has  any  instance  come  to  your 
knowledge  that  anyone  has  ever  mistaken  the  source 
of  manufacture  and  of  the  distribution  [9]  and  sale 
of  your  toilet  seat  covers? 

A.  There  has  never  come  to  my  knowledge  that 
anyone  has  ever  mistaken  that,  but  what  Safe  Way 
Covers  were  manufactured  and  originated  by  myself 
as  the  Sani-Gard  Sales  Company. 

Q.  Since  giving  your  testimony  in  Opposition 
Proceeding'  No.   23,281,   have   you   ever   sold   seat 
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(Testimony  of  Warren  W.  Bunnell.) 
covers  under  the  trademark  Safe  Way  to  any  other 
than  the  special  class  of  purchasers  mentioned  by 
you  in  your  testimony  in  said  opposition  proceed- 
ings in  evidence? 

A.  It  has  always  been  the  same  class  of  cus- 
tomers. 

Q.  What  has  been  your  reputation  as  a  distrib- 
utor of  toilet  seat  covers  under  the  name  Safe  Way 
since  you  first  adopted  that  name  and  up  to  the  pres- 
ent time? 

Mr.  Johnson :  I  object  to  that  as  calling  for  the 
opinion  and  conclusion  of  the  witness  and  as  being 
self-serving  testimony. 

The  Court:     What  is  the  importance  of  that? 
Mr.  Westall:    We  have  asserted  he  has  a  good 
reputation  and  they  have  asserted  or  implied  they 
have  a  good  reputation  in  the  distribution  and  we 
are  trying  to  trade  on  their  reputation,  and  we  want 
to  show  we  have  a  good  reputation. 
The  Court:     That  is  the  only  purpose? 
Mr.  Westall:     Yes. 

The  Court:  I  will  overrule  the  objection. 
The  Witness:  My  reputation  I  think  is  a  very 
good  one.  I  never  had  any  complaints  about  the 
maimer  in  which  I  have  [10]  conducted  my  business 
and  I  think  the  fact  that  I  have  sold  as  many  as 
seventy-three  and  a  half  million  covers  since  1933 
up  to  the  time  of  the  opposition  in  a  way  speaks  for 
itself  as  showing  that  I  have  a  good  reputation  in 
the  manufacture  and  distribution  of  that  cover 
muler  the  name  Safe  Way. 
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Q.  (By  Mr.  Westall) :  Did  anyone  ever  com- 
plain to  you  as  to  the  quality  or  character  of  that 
product  sold  under  the  name  Safe  Way? 

A.  T  never  had  any  complaint  about  m.y  Safe 
Way  product. 

Q.  In  Paragraph  9  of  your  verified  complaint 
you  allege  your  reputation  in  the  sale  of  toilet  seat 
covers  under  the  trademark  Safe  Way  as  com- 
pared to  any  reputation  the  defendant  may  have  is 
73,567,000  to  nothing.  Will  you  please  explain  a 
little  more  fully  what  you  meant  by  such  a  statement 
and  state  whether  it  is  true. 

Mr.  .Johnston:  That  is  ])urely  speculative  and 
the  question  is  founded  on  a  fallacy. 

The  Court:     That  is  argumentative. 

Mr.  Westall :  I  know,  but  we  have  made  the  alle- 
gation. 

The  Court:  Irrespective  of  that,  I  don't  see  how 
that  aids  the  Court:  I  can  calculate  that  if  the 
plaintiff  sold  seventy-three  million  and  if  the  de- 
fendant has  sold  nothing,  that  that  is  the  case. 

Mr.  Westall:  That  is  what  I  think,  but  I  wanted 
to  be  sure  it  was  in  evidence,  or  would  be  assumed 
or  would  be  taken  [11]  judicial  notice  of  by  the 
Court. 

Q.  What  do  }'0u  understand  the  nature  of  the 
reputation  of  the  defendant  to  be  from  any  personal 
observations  in  the  distribution  of  products  sold  by 
them? 

Mr.  Johnston:     I  object  to  that. 

The  Court:     What  is  the  importance  of  that"? 
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Mr.  Westall:  They  are  insisting  they  have  a 
very  good  reputation  and  we  were  injuring  the 
reputation. 

The  Court :  Suppose  we  grant  both  sides  have 
good  reputations,  would  that  make  any  difference  f 

Mr.  Westall:  Yes,  because  he  wouldn't  have 
any  reputation,  good  or  bad,  in  selling  a  product 
they  ever  sold.  They  couldn't  have  a  good  reputa- 
tion in  the  sale  of  a  product  if  they  never  sold  or 
never  had  anything  to  do  with  the  product  Mr.  Bun- 
nell handles. 

The  Court:  Of  course,  the  Court  can  draw  that 
conclusion. 

Mr.  Westall:  Yes,  and  the  Court  can  draw  the 
conclusion  that  any  good  reputation  they  have  refers 
to  the 

The  Court:  I  don't  think  those  questions  are  in- 
volved in  the  factual  pictures  here,  are  they? 

Mr.  Westall :  I  think  that  many  of  these  things 
can  readily  be  inferred  from  the  evidence. 

The  Court:  I  think  you  can  make  your  argu- 
ment as  to  these  matters. 

Mr.  Westall:  If  there  are  sufficient  facts  before 
the  [12]  Court — I  made  allegations  and  they  are 
denied  and  my  only  purpose  was  to  ask  these  ques- 
tions for  that  purpose. 

The  Court:  Are  there  any  other  questions  you 
have  in  mind'? 

Mr.  Westall :     I  now  withdraw  the  question. 

Q.  To  your  knowledge,  has  the  defendant  in  this 
case   ever,   not  having  any   such   product  as  your 
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Safe-  Way   covers   to   sell,   expressed   a   desire   to 

sell  that  prodnct? 

The  Court:     I  thouc^ht  the  statement  was  made 
by  Counsel  that  the  Safeway  Stores  do  not  sell 
thai 
•  Mr.  Johnston :     That  is  correct. 

Mr.  Westall :  And  furthermore,  never  expressed 
any  desire  to  sell. 

The  Coui't :  You  have  already  offered  in  evi- 
dence some  letters  in  which  the  company  stated  it 
was  not  interested  in  sellinc:. 

Mr.  Westall :  Yes,  wo  have,  and  there  may  be 
several. 

Q.  Did  the  defendant  in  this  case  or  any  of  its 
subsidiary  stores  ever  at  any  time  since  you  began 
the  use  of  the  name  Safe  Way,  complain  to  you  or 
object  to  such  use  on  any  gromid  whatsoever? 

A.  I  never  had  any  complaint  from  Safeway 
Stores, 

Q.  Do  you  know  whether  or  not  the  defendant  in 
this  case  had  any  notice  prior  to  the  opposition  pro- 
ceeding heretofore  referred  to  of  yonr  extensive 
use  of  your  trademark  so  applied  ?  [13]  If  so,  please 
explain. 

A.  Yes,  they  had  notice  along  the  lines  of  this 
distribution  of  my  Safe  Way  covers  in  this  terri- 
tory, San  Francisco  and  Oakland,  as  well  as  other 
parts  of  the  country,  by  reason  of  the  fact  that  I 
installed  these  Safe  Way  covers  in  public  restau- 
rants, and  many  other  places ;  and  also  in  one  in- 
stance in  Los  Angeles  one  of  the  jobbers  that  I  dis- 
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tributed  Safe  Way  covers  to  made  a  request  I  go  out 
and  install  some  of  my  Safe  Way  covers  in  one  of 
their  subsidiaries. 

Mr.  Johnston:  Just  a  minute,  Mr.  DunneU,  ex- 
cuse me  for  interrupting,  but  I  must  object  to  this 
entire  answer  as  not  responsive  to  the  question.  He 
is  giving  a  long  speech  and  is  proceeding  with  gen- 
eral and  vague  statements  as  to  what  we  might  have 
notice  of. 

Mr.  Westall :  But  I  said,  "If  so,  please  explain," 
and  he  is  explaining. 

The  Court:  Did  you  ever  have  any  communica- 
tion with  any  officers  or  representatives  of  the  Safe- 
way Company  with  respect  to  your  product? 

The  Witness:  Through  one  jobber  in  Los  An- 
geles I  installed  some  of  my  equipment  and  the 
covers  in  one  of  their  subsidiary  companies,  as  I 
understand  it,  the  company  being  the  Lucerne 
Creamery  and  Butter  Company. 

Mr.  Johnston:  I  will  ask  that  that  answer  be 
stricken  unless  the  details  as  to  the  time  and  place 
and  on  whose  order,  [14]  and  where  it  was  installed, 
are  given. 

Q.  (By  Mr.  Westall) :  Did  you  actually  install 
those  yourself  in  this  subsidiary  company  of  the  de- 
fendant corporation  in  this  case.  A.     I  did. 

Q.  And  they  were  labeled  "Safe  Way  Cabinets" 
and  you  sold  them  as  "Safe  Way  Cabinets"  and 
"Safe  Way  Covers"  for  use  in  the  cabinets? 

A.  I  didn't  make  the  sale  directly  myself,  but 
it  was  done  b}-  one  of  my  jobbers. 
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Q.     But  you  installed  them  ? 

A.  They  called  and  requested  I  make  the  instal- 
lation because  the  Lucerne  were  having  difficulty  in 
getting  the  cabinets  mounted  on  the  wall. 

The  Court:     When  was  this? 

The  Witness :  This  was  prior  to  filing  the  oppo- 
sition, as  I  remember,  in  1941  or  1942. 

The  Court:  Is  this  matter  covered  in  the  rec- 
ord? 

Mr.  Westall :     No,  that  isn't  covered  in  the  record. 

Q.  Are  you  and  have  you  lieen  dissatisfied  with 
the  decision  of  the  Commissioner  of  Patents  on  his 
refusal  to  grant  your  ap])lication  for  the  registra- 
tion of  the  trademark  Safe  Way  as  applied  to  toilet 
seat  covers'? 

A.     No,  I  have  not  been  satisfied. 

Q.  Did  you  ap]:»eal  to  tlie  United  States  Court 
of  Customs  and  [15]  Patent  Appeals  from  said  de- 
cision with  which  you  were  dissatisfied? 

A.  No,  I  didn't  appeal  io  that  court.  On  the 
otJier  hand  I  filed  this  action  in  this  court. 

Q.  You  elected  to  file  this  suit  instead  of  filing 
the  appeal? 

A.     I  so  elected. 

Q.  Did  the  denial  of  your  application  for  regis- 
tration of  the  trademark  Safe  Way  as  applied  to 
toilet  seat  covers  injure  you  in  any  way,  and  if  so, 
please  explain? 

Mr.  Johnston:  I  object  to  that  as  leading  and  I 
also  object  on  the  grovnid  it  calls  for  the  conclusion 
and  opinion  of  the  witness. 
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The  Court:     What  is  the  competency  of  that? 

Mr.  Westall:  What  we  want  to  show  and  what 
we  think  the  Court  will  take  judicial  notice  of  when 
we  come  to  arguing  the  case  is  that  denial  of  regis- 
tration is  the  denial  of  a  distinct  right  of  ours  as 
granted  under  the  constintution. 

The  Court :  The  law  gives  a  man  a  right  to  regis- 
ter a  trademark.  He  doesn't  have  to  make  any 
further  showing  than  he  is  entitled  to  registration. 

Mr.  Westall :  That  is  true,  but  we  want  to  show 
the  Court  simply  that  he  had  been  prohibited  from 
marking  his  product  "Trade-mark  Registered  under 
the  Federal  Laws". 

The  Court:     I  will  take  judicial  notice  of  that. 

Mr.  Westall :  And  also  he  would  be  excluded  [16] 
from  access  to  the  Federal  Courts  where  we  usually 
get  better  justice  than  we  do  in  the  state  courts. 

The  Court:  We  thank  you  for  the  compliment, 
but  I  think  that  is  unnecessary  as  an  evidenitiary 
matter.  If  Plaintiff  is  entitled  to  have  this  trade- 
mark registered  the  Court  will  decide  in  his  favor 
irrespective  of  whether  it  carries  benefits  with  it  or 
not.  I  don't  see  how  this  is  evidentiary  matter, 
Counsel. 

Mr.  Westall :  It  runs  into  argument,  I  will  ad- 
mit, and  it  is  pretty  hard  to  distinquish  between 
what  the  Court  will  take  judicial  knowledge  of  in  a 
trial  de  novo  and  on  appeal. 

Incidentally,  I  found  Exhibit  Q  here. 

Q.  Will  you  please  state  if  you  know,  the  amount 
of  capital  invested  by  you  in  the  promotion,   ad- 
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vertising  and  sales  of  your  Safe  Way  Seat  Covers 
during  the  time  you  first  adopted  and  used  that 
name  ? 

A.  That  amounts  to  approximately  $20,000.  The 
exact  figures  as  I  took  them  off  of  my  books  were 
$19,732.92. 

The  Court :  Do  you  manufacture  the  covers  your- 
self? 

The  Witness:     Yes. 

The  Court:  And  you  distribute  them  after  you 
Tnanuf acture  them  ? 

The  Witness:     Yes. 

Q.  (T5y  Mr.  Westall) :  Where  is  that  manufac- 
turing plant.  A.     In  Los  Angeles.  [17] 

Mr.  Westall :     Plaintiff  rests. 
(Plaintiff  Rests) 

Cross-Examination 

By  Mr.  Johnston: 

Q.  Mr.  Bunnell,  when  did  yoii  make  this  installa- 
tion in  the  Lucerne  Creamery? 

A.  My  recollection  of  it  was  approximately  1942, 
the  first  part,  I  think,  and  it  was  in  January  or  Feb- 
niary  or  March  of  1942. 

Q.     AYhen  did  you  last  check  about  the  date  of  it? 

A.  At  the  time  of  the  filing  of  this  opposition 
some  questions  arose  as  to  how  I  might  have — 
whether  I  had  sold  my  Safe  Way  Seat  Covers  to 
the  Safeway  Stores  and  I  remembered  that  particu- 
lar instance,  so  I  got  in  contact  with  the  Ingraham 
Paper  Company  of  I.,os  Angeles. 
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Q.     When? 

A.  At  the  time  the  opposition  was  filed  to  this 
case. 

Q.     January  in  1942  ?  A.     Or  1944. 

Q.     The  opposition  was  filed  in  1944? 

A.     That's  correct. 

Q.  And  that  is  when  you  last  examined  into  this 
matter?  A.     That's  rie:ht, 

Q.  And  you  haven't  checked  into  any  records 
since  then  to  see  when  that  was? 

A.     I  checked  it  at  that  time. 

Q.  And  you  are  not  sure  whether  it  was  1941  or 
1943  or  1942,  [18]  as  a  matter  of  fact,  are  you? 

A.  I  am  sure  it  was  the  first  two  or  three  months 
of  1942. 

Q.  You  are  sure  it  was  the  first  two  or  three 
months  of  1942  and  not  the  sixth  or  seventh  months? 

A.  My  recollection  is  that  it  was  in  the  month  of 
March. 

Q.     Where  was  this  installation  made? 

A.  In  the  Lucerne  Creamery  and  Butter  Com- 
pany on  the  corner  of  Alameda  and  Vernon  Avenue 
in  Los  An2:eles. 

Q.     What  did  the  installation  consist  of? 

A.  It  consisted  of  maybe  six  to  eight  of  my  Safe 
Way  Dispensino-  Cabinets. 

Q.     Did  you  install  them  yourself? 

A.     Yes,  sir. 

Q.     At  that  time?  A.     Yes,  sir. 

Q.     Do  you  know  whether  they  are  there  now? 

A.     I  do  not  know. 
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Q.    You  did  that  personally  yourself? 

A.    Yes. 

Q.  Did  you  talk  to  anybody  at  the  Lucerne  at  the 
time  %  A.     Oh,  yes. 

Q.     Who  did  3'ou  talk  to? 

A.  I  had  to  find  the  janitor  or  the  superintend- 
ent, or  whatever  he  was  called,  in  charge  of  the 
building  and  have  him  point  out  the  rest  rooms 
where  they  wanted  to  put  them.  [19] 

Q.  Did  you  have  any  discussion  there  at  that 
time  with  respect  to  the  use  of  the  name  Safe  Way? 

A.     None  at  all. 

Q.     None  at  all  with  anybody? 

A.     None  at  all  with  anyljody. 

Q.  And  you  talked  to  the  janitor  about  the 
matter?  A.     That's  right. 

Q.  And  the  name  apjieared  on  these  dispensing 
cabinets  you  installed  just  as  it  appeared  on  the 
sign  out  in  front,  is  that  correct? 

A.     I  don't  know  what  you  refer  to. 

Q.  Wasn't  the  name  "Safeway"  elsewhere  in  the 
place? 

A.  No,  my  recollection  is  that  it  was  the  Lucerne 
Creamery. 

Q.  You  don't  recall  whether  it  had  the  name 
"Safeway"  out  there? 

A.     No,  I  don't  recall  it  did. 

Q.  Will  you  give  us  a  breakdo\\Ti  of  this  item  of 
some  $20,000  of  advertising  expense  ? 

A.  Yes,  there  are  two  parts  to  that  expenditure; 
part  of  it  was  for  literature,  catalog  matter,  adver- 
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tising  and  trade  papers,  and  directories,  and  things 
of  that  kind;  and  another  part  was  for  travelling 
expenses  throughout  the  country  to  promote  the  sale 
of  the  product. 

Q.  How  much  was  for  the  first  part,  that  is,  liter- 
ature and  circulars  and  letters,  and  so  on  ?  [20] 

A.  It  was  between  five  and  six  thousand  dollars, 
that  part  of  it,  and  the  balance  was  for  travelling 
expenses. 

Q.     The  balance  was  for  travelling  expenses'? 

A.     Yes,  sir. 

Q.  That  is,  about  $15,000  was  for  your  travelling 
around  the  country  promoting  the  sale  of  your  prod- 
uct. A.     That 's  correct. 

Q.     Your  train  fare,  for  example? 

A.     That's  correct. 

Q.     And  your  gasoline  bill  ?  A.     Yes,  sir. 

Q.     That  kind  of  thing?  A.     Yes,  sir. 

Mr.  Johnston:     I  think  that's  all. 

Redirect  Examination 
By  Mr.  Westall : 

Q.  The  cabinets  you  installed  for  the  company 
you  referred  to  contained  your  toilet  seat  cover 
marked  Safe  Way,  did  they  not  ? 

A.     The  toilet  seat  cover? 

Q.  Not  the  toilet  seat  cover  alone  marked  with 
it,  but  the  band  on  them,  around  your  product? 

A.  The  toilet  seat  covers  had  been  delivered  by 
the  jobber  as  well  as  the  dispensing  cabinets,  and  I 
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went  out  and  lent  my  help  and  instructed  them, 

tellinu;  them  how  to  put  the  dispensers  in.  [21] 

Q.  You  saw  those  fillers  at  the  time  you  were 
there  marked  with  your  trademark  Safe  Way, 
as  you  have  described?  A.     Yes. 

Mr.  Westall:     I  believe  that's  all. 

Recross-Examination 

By  Mr,  Johnston: 

Q.  What  period  of  time  is  covered  by  that  ad- 
vertisino^  expense  you  mentioned? 

A.     From  1933  to  the  present  time. 

Mr.  Johnston:     That's  all. 

Mr.  Westall:     That's  all. 

The  Court :     That's  all. 

DRITMMOND  WILDE 

called  as  a  ^\'itness  on  behalf  of  the  defendant  out  of 
order;  and  being-  first  duh-  sworn,  testified  as  fol- 
lows : 

The  Clerk :  Will  you  state  your  name  to  the 
Court?  A.     Drummond  Wilde. 

Mr.  Johnston :  Before  I  proceed  with  this  wit- 
ness, your  Honor,  there  is  one  matter  I  should  have 
mentioned.  I  will  wish  to  call  Mr.  Dmmell  further 
in  our  affirmative  defense,  and  I  was  simply  ques- 
tioning him  with  regard  to  one  or  two  matters,  but 
I  wanted  to  get  on  with  this  witness  now  as  quickly 
as  possible. 

The  Court :     Very  well.  [22] 
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Direct  Examination 

By  Mr.  Johnston: 

Q.    What  is  your  position  with  Safeway  Stores'? 

A.  I  am  a  lawyer  in  charge  of  the  legal  depart- 
ment of  the  Oakland  office,  or  the  head  office. 

Q.     That  is  the  head  office,  is  it  nof? 

A.    Yes. 

Q.     How  long  have  you  been  with  the  company  1 

A.  I  have  been  with  the  company  and  its  pre- 
decessor since  February  of  1931. 

Q.  Will  you  indicate  very  briefly  to  the  Court 
the  history  of  the  company? 

Mr.  Westall:  That  is  objected  to.  It  is  really 
covered  in  the  depositions  that  were  heretofore 
taken.  Mr,  Wilde  testified  and  they  produced  the 
corporation  pa])ers  and  various  papers  and  ampli- 
fied it  very  thoroughly  in  the  depositions  now  in 
evidence. 

Mr.  Johnston:  If  the  Court  please,  it  was  my 
thought  that  the  very  quickest  and  simplest  mamier 
of  getting  this  picture  before  the  Court  was  in  this 
fashion. 

The  Court:  It  is  a  very  brief  statement.  I  will 
overrule  the  objection. 

The  Witness:  Safeway  Stores,  Incorporated,  a 
Maryland  Corporation,  which  is  the  defendant  in 
this  action,  was  organized  in  1926  for  the  purpose 
of  taking  over  two  retail  [23]  operations,  retail 
grocery  operations.  From  1926  until  the  end  of  1942, 
with  an  exception  which  I  will  mention  in  a  few 
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moments,  all  operations  of  the  Safeway  organiza- 
tion in  this  country  as  well  as  those  in  Canada 
wore  carried  on  by  wholly-owned  subsidiaries.  The 
operations  consisted  of  primarily  the  retail  grocery 
store  business  with  related  distribution  and  manu- 
facturing facilities  as  well  as  procurement  or  buy- 
ing facilities. 

In  1941  the  defendant  commenced  operating 
stores  in  I'^tah  which  were  taken  over  from  other  of 
its  subsidavies  at  that  time.  In  the  same  year  the 
company  took  over  the  opei'ations  of  two  chains  in 
the  east  coast  and  New  York  C\\\  area  and  New 
Jersey  area. 

Later  in  1942  the  current  company,  whicli  is  a 
Maryland  company,  took  over  the  retail  operations 
of  one  of  the  subsidaries  in  Arkansas  and  Okla- 
homa. At  the  end  of  1942  all  United  States  retail 
subsidaries  and  all  United  States  wholesale  and 
manufacturing  subsidaries  with  one  exception  were 
dissolved  and  liquidated  and  their  operations  in- 
cluding goodwill  and  trade-marks  and  trade  names 
were  transferred  to  the  Maryland  company,  the  de- 
fendant in  this  action,  and  since  the  end  of  1942  the 
Maryland  company  has  conducted  all  retail  opera- 
tions in  this  court,  which  are  located  in  approxi- 
mately twenty-three  states  and  the  District  of 
Columbia. 

In  the  meantime  the  Canadian  operations  which 
are  conducted  [24]  through  Canadian  subsidaries 
have  been  conducted,  and  they  are  still  conducted  by 
those  Canadian  subsidaries. 
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Q.  (By  Mr.  Johnston)  :  What  products  in  gen- 
eral are  handled  by  the  company  ? 

A.  The  retail  stores  handle  the  usual  grocery 
items,  such  as  canned  goods,  coffee  and  tea,  tobacco 
and  tobacco  products,  and  candy,  dried  foods,  dairy 
products,  eggs,  beverages,  produce,  meat,  poultry, 
as  well  as  a  number  of  household  items  which  are 
generally  as  follows: 

Light  globes,  matches,  paraffine  wax,  brooms, 
clothespins,  floor  waxes,  furniture  polishes,  glass 
cleaners,  insecticides,  metal  polishes,  shoe  polishes, 
toothpicks,  brushes,  mops,  oyster  pails,  paper  trays, 
razor  blades,  shopping  bags,  and  paper  products, 
such  as  drinking  cups,  paper  bags,  paper  napkins, 
paper  towels,  facial  tissue,  toilet  tissue,  wax  paper 
and  sanitary  napkins. 

Q.  What  are  the  principal  manufacturing  busi- 
nesses engaged  in  ])y  the  defendant  ■? 

A.  The  slaughtering  of  meat  and  packing  of 
meat  products.  Wait,  before  I  go  into  this,  I  want 
to  be  sure  you  don't  want  me  to  include  any  of  the 
subsidaries.  My  hestitation  is  due  to  trying,  your 
Honor,  those  cases  in  which  only  the  subsidaries 
may  engage  in  these  particular  operations. 

Q.  Yes,  I  want  you  to  include  the  subsidiaries 
also. 

Mr.  Westall:  We  might  object  to  that  question 
on  the  [25]  ground  that  the  manufacturing  activi- 
ties are  not  material  at  all. 

The  Court :  I  would  rather  have  some  knowledge 
of  the  nature  of  the  business  of  the  defendant.  I 
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don't  see  how  it  could  be  harmful  to  you.  Objection 

overruled. 

Mr.  Johnston :  It  is  our  point  that  our  business 
is  so  complete  and  full  that  "Safeway"  means  this 
operation. 

The  Witness:  The  slaughterins^  of  meat  and 
])ackin»-  of  meat  products,  processing?  or  packing  of 
slu>ll  eggs  and  frozen  egg  ]iroducts,  the  processing 
of  fresh  fish  to  frozen  form,  the  packing  of  canned 
meal,  the  ])rocessing  and  packing  of  poultry,  roast- 
ing and  packing  of  coffee,  and  the  packing  of  tea, 
and  in  some  cases  the  ]iacking  of  produce  where  we 
get  it  in  the  bulk  and  re])ack  it  in  the  sriialler  con- 
tainers, the  manufacture  of  bread  mid  bakery  prod- 
ucts such  as  cake  and  cookies.  Also,  the  manufacture 
of  crackers,  gelatin,  desserts  powders,  the  process- 
ing of  butter,  the  ])rocessing  and  bottling  of  fluid 
milk,  cream,  cheese  and  other  dairy  products;  the 
manufacture  and  bottling  of  soft  drinks.  The  pack- 
ing of  canned  fruits  and  vegetables  in  hermetically 
sealed  containers;  the  mamifacture  of  salad  dress- 
ings, peanuts  butter,  and  food  flavorings,  syrups 
and  manufacture  of  candy  bars. 

Mr.  Westall :  We  move  to  strike  that  answer  as 
all  totally  incom]^etent,  irrelevant  and  immaterial  to 
any  issue  in  the  case.  [26] 

The  Court:     Denied. 

Q.  (By  Mr.  Johnston)  :  Mr.  Wilde,  how  is  the 
word  "Safeway"  used  in  the  company's  business? 

A.  The  name  "Safeway"  is  used  to  a  large  ex- 
tent alone  to  designate  the  company  and  particu- 
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larly  the  retail  stores  which  are  operated  by  the 

company, 

Q.  Will  you  state  what  you  mean  when  you  say 
''alone'"? 

A.  Just  the  word  "Safeway"  appears  on  store 
signs,  the  outside  of  the  stores,  and  it  appears  in 
newspaper  advertising.  It  was  used  in  radio  adver- 
tising which  is  sponsored  by  the  company  or  its  sub- 
sidaries.  It  advertises  those  products — advertised 
on  billboards,  cards  and  to  some  extent  in  handbills, 
but  to  a  very  minor  extent,  and  in  general,  through 
the  usual  forms  of  advertising  media. 

Q.  Mr.  Wilde,  do  you  have  with  you  any  sample 
items  of  this  type  that  you  have  mentioned  that 
appeared  in  tlie  I^os  Angeles  publications  during 
the  30 's? 

Mr.  Westall :  If  the  Court  please,  we  have  a 
whole  bale  of  those  newspaper  advertisements  in 
evidence  at  the  taking  of  the  deposition  in  the 
Patent  Office,  a  great  big  envelope  full  of  them,  and 
it  seems  to  me  this  is  unnecessarily  repeating  and 
repetitious. 

Mr.  Johnston :  If  your  Honor  please,  in  res]ionse 
to  the  objection  that  this  is  repeitious,  it  is  quite  true 
that  newspaper  items  were  introduced  in  the  Patent 
Office  proceeding.  [27]  If  Counsel  will  stipulate  the 
same  general  type  of  ad  we  want  to  show  was  run 
during  the  earlier  period  which  is  important  as 
showing  notice  of  our  use  to  this  defendant  which 
I  think  he  denies  in  this  case,  I  am  perfectly  agree- 
able to  not  offer  any  further  ads. 
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Mr.  Westall :  If  the  witness  will  state  that  is  the 
fact,  we  can  probably  accept  that  without  introduc- 
ing^ it. 

Q.  (By  Mr.  Johnston) :  You  have  seen  the 
sample  ads  that  were  introduced  on  the  taking  of 
the  deposition  of  Mr.  Selby — by  the  way,  as  a  matter 
of  fact,  yon  conducted  that  examination  as  attorney 
for  the  company?  A.     Yes. 

Q.  Are  those  representative  of  the  advertise- 
ments tliat  appeared  during  the  30 's? 

A.  Do  you  want  me  to  take  one  c^f  them  or  go 
throiigli  all  of  them*? 

Q.  Can  you  state  on  the  basis  of  your  recollec- 
tion whether  that  is  true? 

A.  In  general  there  was  a  variation,  I  believe, 
in  the  early  30 's. 

Q.     Will  you  state  what  that  was! 

A.  The  variation  was  that  in  a  number  of  cases 
the  statement  on  the  ad  which  on  this  particular  ad 
which  is  Opposer's  Exhi])it  No.  12,  the  signature 
reads  "Safeway".  On  some  of  the  earlier  ads  the 
signature  read  "Safeway  Stores^",  newspapers  [28] 
and  reproduction  of  the  ads  I  have  with  me  indicate 
that  the  word  "Safeway"  alone  was  used  at  times  in 
the  body  of  the  ads. 

Q.  What  were  the  principal  forms  of  advertis- 
ing media  used  by  the  company  ? 

A.     In  what  period? 

Q.     During  the  30 's. 

A.  Newspaper  advertising  which  includes  daily 
papers  as  well  as  weekly  papei'^,  farm  papers  and 
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magazines,  ''The  Family  Circle"  magazine,  which 
was  the  magazine  which  was  distributed  in  our  stores 
free  of  charge — and  radio.  We  have  had  several 
radio  programs  in  the  early  30  's  which  Safeway  spon- 
sored. 

Q.  Were  there  any  of  those  programs  released 
in  Los  Angeles'? 

A.  The  records  which  were  furnished  to  me  in- 
dicate they  were  broadcast  over  stations  in  Los  An- 
geles as  well  as  elsewhere. 

Q.     Los  Angeles  and  San  Francisco*? 

A.     Yes. 

Q.     And  other  communities? 

A.     Wei],  not  over  the  entire  organization. 

Q.     Can  you  indicate  where  they  were  released"? 

A.  There  was  one  broadcast,  one  program  that 
was  broadcast  in  November,  1930,  to  May  15,  1931, 
released  over  Station  KGO,  San  Francisco,  KFI, 
Los  Angeles,  KTAR,  Phoenix,  KOMO,  Seattle, 
KSL,  Salt  Lake  City,  KOA,  Denver,  KFSD,  San 
Diego,  and  KGW,  Portland.  [29] 

The  Court :  Counsel,  there  is  no  dispute,  is  there, 
that  these  Safeway  Stores  go  by  the  name  of  Safe- 
way and  they  are  widely  advertised? 

Mr.  Johnston :  I  understand  there  is  a  dispute  as 
to  the  meaning  of  the  word  "Safeway"  as  meaning 
the  defendant  corporation  and  that  is  what  this 
proof  is  directed  to  in  part. 

The  Court :  Are  there  any  Safeway  stores  in  Los 
Angeles?  A.     Yes. 

The  Court:     A  number  of  them?  A.    Yes. 
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Q.  (By  Mr.  Johnston).  Approximately  how 
many,  if  you  know? 

A.  My  recollection  is  in  the  neighborhood  of  two 
hundred. 

Q.     At  the  present  time  ? 

The  Court:  I  didn't  finite  understand  what  you 
meant  v/hon  you  said  there  is  a  dispute  as  to  the 
meaning  of  the  word. 

Mr.  Johnston:  It  is  one  of  our  basic  conten- 
tions in  this  case  that  the  word  ** Safeway",  your 
Honor,  by  reason  of  our  extensive  use  of  it  has  come 
to  mean  Safeway  Stores,  Incorporated,  to  the  pub- 
lic. It  has  a  secondary  meaning.  It  means,  first,  it  is 
a  safe  way — two  words;  then  the  combination  of 
the  word  ''Safeway"  means  the  defendant  corpora- 
tion. That  is  our  pur]iose. 

The  Court:  It  is  identified  witli  the  Inisiness  of 
the  defendant  corporation?  [30] 

Q.  Exactly,  and  the  cases  say  and  the  statute 
says  and  the  Trademark  Act  says  if  that  is  the  case 
then  no  one  else  may  register  the  name. 

The  Court:  Even  in  some  other  business  that 
has  no  connection  with  the  business  your  plant  is  in? 

Mr.  Johnston :  Yes,  for  example,  a  case  in  point 
is  that  of  Radio  Corporation  of  America  vs.  Rayon 
Corporation  of  America.  In  that  case  Rayon  Corpor- 
ation applied  to  register  the  initials  "RCA"  for  a 
RCA  fabric  which  they  were  turning  out,  a  textile 
material.  Radio  Corporation  of  America  came  in 
just  as  Safeway  comes  in  witli  this  case  and  opposed 
the  registration  on  the  ground  that  "RCA"  meant 
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"Radio  Corporation  of  America."  The  case  was  tried 
in  the  Patent  Office  and  was  appealed  to  the  Court 
of  Customs  and  Patent  Appeals,  the  Appellate 
Court  in  this  matter,  and  that  Court  held  that  the 
evidence  showed  that  RCA  by  reason  of  the  exten- 
sive use  in  advertising  of  the  name  over  a  period  of 
years  by  Radio  Corporation  of  America  had  come 
to  mean  to  the  public  "Radio  Corporation  of 
America",  and  for  that  reason  the  name  could  not 
be  registered  under  the  Trademark  Act  as  "RCA 
Fabric"  for  a  textile  material,  even  though  there 
was  no  similarity  whatever  between  textiles  and 
radios. 

The  Court :  I  can  understand  the  opinion  in  that 
case  as  applying  to  the  use  of  special  letters,  but  so 
far  as  the  [31]  use  of  ordinary  words  is  concerned, 
are  there  decisions  that  hold  to  that  effect? 

Mr.  Johnston:  Yes,  your  Honor,  but  there  is  no 
word  "Safeway".  The  word  "Safeway"  doesn't  ap- 
pear in  the  dictionary.  "Safeway"  is  a  fanciful  com- 
bination which  is  like  RCA". 

The  Court:  But  iu  this  diagram  which  has  been 
h muled  to  me  there  are  two  words  used,  "Safe"  aud 
"Way",  and  they  are  separate  on  this,  what  I 
assume  from  what  you  gentlemen  say,  diagram  of 
a  toilet  seat  cover. 

Mr.  Johnston  :     Apparently 

The  Court:  Isn't  that  a  little  different  than  the 
situation  where  there  is  the  use  of  a  well-known 
sym])ol  of  a  company  such  as  RCA? 

Mr.  Jolmston  :     T  think  not.  That  point  was  made 
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and  considered  in  the  Patent  Office  and  it  was  held 
that  the  use  of  those  two  words  in  combination  by 
reason  of  their  specified  use  of  those  words,  which 
means  us,  is  unfair  to  us  and  in  violation  of  the 
statute  when  they  seek  to  do  that. 

The  Court :  It  looks  to  me  like  this  entire  matter 
is  nothins:  more  than  a  legal  question.  You  have  a 
record  showing  the  nature  of  the  business  of  the  de- 
fendant and  the  nature  of  the  business  of  the  plain- 
tiff and  the  nature  of  the  trademark  and  what  it  is 
used  for  and  how  the  defendant  conducts  his  busi- 
ness. It  seems  to  me  it  is  ])urely  a  legal  question. 

Mr.  .Tohnston :  Except  we  [32]  are  trying  to 
prove  the  issue  which  is,  as  I  understand  it,  that 
"Safeway"  means  us.  That  is  the  point,  and  that,  I 
take  it,  is  a  fact,  and  I  understand  Counsel  does  not 
concede  that. 

Mr.  Westall:  No,  I  don't  concede  that,  and 
neither  do  I  concede  Counsel's  application  of  the 
decisions.  We  will  have  decisions,  too. 

The  Court:     We  will  have  to  argue  that. 

Mr.  Westall:  Yes,  we  will  have  to  argue  that, 
rather  than  take  up  the  time  of  the  Court  now. 

The  Court:  I  only  interrupted  now  because  it 
looked  to  me  like  the  numbei'  of  documents  the  wit- 
ness has  with  him  would  mean  that  he  was  going 
into  many  matters  that  are  not  in  dispute. 

Mr.  Johnston :  I  wanted  to  get  the  picture  before 
the  Court,  the  great  lengths  to  which  we  have  gone 
in  our  program  to  give  that  meaning  to  the  term 
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"Safeway"  as  applied  to  Safeway  Stores,  Incorpor- 
ated. 

The  Court:  All  right.  I  will  have  to  interrupt 
this  case  for  a  few  moments  to  settle  a  matter  in 
connection  with  a  jury  I  have  out  in  another  case. 

(Recess.) 

The  Court :     You  may  proceed. 

Q.  (By  Mr.  Johnston) :  You  mentioned  one 
program  that  came  [33]  from  Los  Angeles. 

A.     Yes. 

Q.     And  there  were  other  programs  ? 

A.  There  were  other  programs.  Another  pro- 
gram sponsored  by  Safeway,  according  to  our  rec- 
ords, was  broadcast  in  1933,  commencing  about  Feb- 
ruary or  March  and  going  through  November. 

Q.     What  was  the  name  of  that  program? 

A.  The  title  of  that  program  was  ''Safeway  to 
Happiness,"  and  it  featured  Eddie  Peabody. 

Q.  Do  you  have  a  sample  of  one  of  those  pro- 
grams ? 

Mr.  Westall:  We  object,  incompetent,  irrelevant 
and  immaterial. 

Mr.  Johnston:  Your  Honor,  I  haven't  yet 
offered  it  or  shown  what  it  was — ^what  I  proposed 
to  do. 

The  Court:     All  right. 

Mr.  Johnson:  I  ask  that  this  be  marked  for 
identification. 
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(The  transcript  of  radio  program  was  there- 
upon marked  Defendant's  Exhibit  A  for  Identi- 
fication.) 

Q.  (By  Mr.  Johnston)  :  I  show  you,  Mr.  Wilde, 
Defendant's  Exhibit  A  for  Idendification,  and  I  ask 
you  if  that  is  a  transcript  of  the  Eddie  Peabody  pro- 
gram as  given  on  Friday,  November  3,  1933  ? 

A.  It  is,  according  to  the  information  received 
by  me  from  our  advertising  department. 

Q.  According  to  the  information  you  received 
from  the  advertising  department  and  their  i-ecords? 

A.     Yes. 

Q.  And  these  records  are  ke]>t  in  the  regular 
course  of  business? 

A.  It  may  have  come  from  the  broadcasting  com- 
])any  records.    They  retain  scripts  of  the  programs. 

Mr,  Johnston :  I  will  offei-  this  exhi})it  in  evi- 
dence as  a  representative  and  sample  and  type  of 
radio  program  given  by  the  company  at  that  time. 

Mr.  Westall:  It  is  objected  to  as  incompetent, 
irrelevant  and  inunaterial  to  any  issue  in  the  case. 

The  Court  Is  this  a  part  of  the  record,  or  is  this 
in  addition  thereto? 

Mr.  Johnston:  This  is  in  addition  and  I  might 
say  I  have  here  a  copy  of  it  and  your  Honor  will 
see  that  the  word  "Safeway"  was  used  throughout 
the  program  alone  and  without  reference  to  the 
"Stores'*  or  the  "Inc.".  It  was  advertised  and 
presented  as  Safeway 's  program,  and  that  is  our 
purpose  in  offering  it  at  this  time. 
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The  Court :     All  right,  let  it  be  admitted. 

(The  document  in  question,  previously 
marked  Defendant's  Eixhibit  A  For  Identifica- 
tion, was  thereupon  received  in  evidence.) 

The  Court:  Can't  you  shorten  this  by^some  gen- 
eral question  [35]  that  the  company  conducted  ra- 
dio broadcasts  referring  to  the  stores  as  ''Safe- 
way"? 

The  Witness:     Yes. 

Q.  (By  Mr.  Johnston)  :  What  were  the  pririci- 
pal  media  used? 

A.     Those  which  I  named  a  few  moments  ago. 

Q.  Have  you  yourself  made  any  observations  of 
the  use  of  the  name  "Safeway"  to  identify  the  de- 
fendant organization  by  members  of  the  public  not 
comiected  with  the  defendant  organization? 

A.  On  the  course  of  my  activities  both  here  and 
outside  of  town  I  have  had  occasion  among  strangers 
to  identify  myself  when  I  have  been  asked  mth 
whom  I  work  and  with  whom  I  am  connected  in  a 
business  way  and  I  generally  answer  'dm  inquiries 
by  saying,  "I  am  with  Safeway".  In  those  cases, 
generally  speaking,  there  was  no  further  informa- 
tion as  to  the  name  of  my  employer.  :  :•  :: 

Q.  As  far  as  you  can  tell,  they  understood  what 
you  meant  by  "Safeway"?  A.     Yes..: 

The  Court :  I  am  sorry,  gentlemen,  I  will  have 
to  interrupt  this  case  again.  I  have  a  jury  coming 
in  on  another  case  on  trial.  .  •- : 

(Recess.) 
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The  Court:     You  may  proceed. 

Mr.  Johnston:  As  I  mentioned  this  morning,  I 
have  a  [36]  witness,  Mr.  Knight,  and  may  I  with- 
draw Mr.  Wilde  temporarily  and  put  Mr.  Knight 
on? 

The  Court:    Yes. 

JOHN  B.  KNIGHT, 

called  as  a  witness  on  behalf  of  the  defendant; 
and  having  been  first  duly  sworn,  testified  as  fol- 
lows: 

The  Clerk:  Will  you  state  youi-  name  to  the 
Court?  A.     John  B.  Knight. 

Direct  Examination 
By  Mr.  Johnston: 

Q.     Your  residence,  Mr.  Knight? 

A.  1009b  North  Glendale  Avenue,  Glendale,  Cali- 
fornia. 

Q.     What  is  your  business? 

A.     Market  and  consumer  research. 

Q.     With  what  company  are  you  associated? 

A.     Kjiight  and  Barker. 

Q.  Is  that  connected  with  Safeway  Stores,  In- 
corporated? A.     Not  in  any  way,  sir. 

Q.     How  long  have  you  been  in  that  business? 

A.     Since  1938 — about  nine  years. 

Q.  Will  you  tell  the  Court  very  briefly  what 
kind  of  work  you  do  in  your  Inisiness? 

A.  Our  business  is  to  inquire  into  the  hal.its  and 
understanding  of  people  with  regard  to  consumers' 
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goods  in  the  case  of  brand  preference  or  where  they 
purchase  their  merchandise  in  [37]  the  ease  of 
stores,  what  they  think  about  a  product,  or  what 
th^j  think  about  an  idea,  and  from  and  by  means 
of  a  representative  cross-section  we  bring  back  a 
report  which  is  representative  of  the  entire  popu- 
lation in  this  study. 

Q.  Could  you  indicate  the  kind  of  clientele  you 
have? 

A.  We  serve  the  Bank  of  America,  the  Sunset 
Magazine,  the  Scripps-Howard  newspapers,  partic- 
ularly the  San  Francisco  News  in  San  Francisco, 
the  Pacific  Gas  and  Electric  Corporation,  Spark- 
lettes  Bottling  Company  and  many  other  corpora- 
tions, large  and  small— primarily  business  houses, 
however. 

Q.     Have  you  been  employed  by  Safeway? 

A.     We  have. 

Q.     To  perform  a  job?  A.     We  have. 

Q.     And  what  was  that  job? 

A.  We  were  asked  to  perform  a  public  opinion 
survey  or  to  determine  what  the  people  understand 
the  name  "Safeway"  to  mean. 

Q.     Where?  A.     In  Los  Angeles  County. 

Q.     When  was  this  employment? 

A.     The  latter  part  of  November  of  1946. 

Q.     Did  you  accept  that  engagement  ? 

A.     We  did. 

Q.  Will  you  state  generally  how  your  survey 
is  conducted?     [38] 

A.     The  first  step  of  the  performance  of  the  sur- 
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vey  is  the  preparation  of  a  questionnaire  which  will 
yield  the  information  required  on  the  ]xartieular 
point  involved.  After  we  have  prepared  the  ques- 
tionnaire we  decided  arbitrarily  the  number  of  in- 
terviews which  we  believe  would  be  required,  and 
we  use  as  a  method  of  arbitrary  measurement  a 
chart  like  this,  a  statistical  chart  published  by  the 
Fellows  of  Harvard  University.  This  is  a  copy  of 
that  chart  which  tells  us  the  number  of  interviews 
we  have  to  make  to  obtain  a  maxiiunni  ir.argin  of 
error,  or  whatever  percentage  our  client  desires. 

Mr.  Johnston:  I  ask  this  chart  Ije  m.-irked  for 
identification. 

(The  chart  in  question  was  thereupon  uiarked 
Defendant's  Exhibit  B  For  Identificaticm.) 

Q.  (By  ]\Ir.  Johnston) :  Tlie  chart  we  have  just 
referred  to  for  identification  as  Defendant's  Ex- 
hibit B,  is  the  basis  on  which  you  determine  Ihe 
number  of  questions  that  must  be  asked? 

A.     The  number  of  respondents  we  must  seek. 

Q.    Yes. 

A.  This  is  a  'rule  of  thumb'  measurement.  I  will 
describe  the  statistical  prmciple  used  in  docidiug 
the  method.  This  is  a  chart  telling  our  client  how 
many  interviews  and  the  calls.  After  we  have  de- 
termined the  number  of  interviews  we  are  going  to 
make  in  a  given  area,  as  Los  Angeles,  we  [39]  pro- 
portion ^ach  of  the  interviews  with  each  of  tbe 
marketing  areas  in  exact  proportion  as  the  popula- 
ti.(>ii,..or  each; interview  or  marketing  area  as  they 
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bear,  the  relationship  they  bear  to  the  total  popula- 
tion.    That  gives  us  a  proper  distribution  of  our- 
interviews. 

Mr.  Johnston:     I  ask  this  be  marked  as  Defend-' 
ant's  Exhibit  next  in  order  for  identification. 

(The  map  of  Los  Angeles  County  was  there- . 
upon  marked  Defendant's  Exhibit  C  For  Iden- 
tification.) 

Q.  (By  Mr.  Johnston):  Now,  I  hand  you  Ex- 
hibit C  For  Identification  and  I  ask  you  what  that 
is. 

A.  This  is  a  map  of  Los  Angeles  County  which 
is  identical  with  the  market  area  map  published  by 
the  Regional  Area  Planning  Commission  of  Los 
Angeles. 

Q.  That  is  the  map  that  is  the  basis  of  the  sur- 
vey you  are  about  to  describe  ?  A.     Correct. 

Q.     Will  you  proceed  ? 

A.     After  the  questiomiaire  is  prepared  and  the 
map  and  the  distribution  of  the  interviews  is  deter- 
mined on,  we  call  in  our  interviewers,  some  of  whom 
we  have  employed  on  a  full-time  basis  and  others  we 
draw  from  a  common  pool  used  by  other  people  in 
the  same  business  as  us  and  we  carefully  train  them 
on  the  use  of  the  questiomiaire  they  are  to  use  in  the 
field.     In  no  case  are  these  people  given  the  name  •■ 
or  [40]  allowed  to  learn  the  identity  of  the  elient, '' 
for  the  reason  that  that  would  suggest  a  bias  to  the 
intervievN^er  and  give  him  a  personal  reason,  per-- 
haps,  or  allow  him  to  pass  that  information- Vm  to^a 
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respondent  who  might  bias  his  reply,  so  the  identity 
of  the  client  remains  absolutely  anonymous  as  far 
as  the  interviewer  is  concerned  and  also,  of  course, 
in  the  case  of  the  respondent. 

Q.  Are  the  interviewers  told  the  purpose  of  the 
inquiries,  or  which  are  relevant  to  the  survey  and 
which  are  not? 

A.  No,  they  are  not  told  the  purpose  of  the 
survey  in  any  manner,  shape  or  form.  They  are 
instructed  to  use  an  individual  questionnaire  for 
each  respondent  and  to  read  from  the  questiomiaire 
at  every  time  they  make  an  interview  and  not  to 
differentiate  in  any  manner,  shape  or  form  from 
the  actual  printed  questiomiaire. 

Mr.  Johnston:  I  would  like  to  have  that  copy  of 
the  questionnaire  marked  as  Defendant's  Exhibit  in 
order  for  identification. 

(The  document  in  question  was  thereupon 
marked  Defendant's  Exhibit  D  For  Identifica- 
tion.) 

Mr.  Johnston:  I  would  like  to  hand  this  to  your 
Honor,  if  I  may. 

Q.     You  may  continue,  Mr.  Knight. 

A.  When  the  interviewer  takes  the  field  he  is 
assigned  a  given  area  as  delineated  on  the  map  and 
is  given  written  [41]  instructions  as  to  the  number 
of  interviews  he  is  to  make  m  that  particular  area. 

Q.  You  are  referring  now  to  the  map,  Defend- 
ant's Exhibit  C  For  Identification? 

A.     Yes,  and  on  top  of  his  interviews  which  he  is 
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to  make  is  a  control  sheet  that  describes  the  nature 
of  the  interviews  he  is  to  make.  In  other  words,  we 
don't  send  them  out  to  just  interview  45  people  in 
Qnj  given  area.  They  are  to  get  so  many  men  in 
each  area,  and  so  many  women  in  each  area,  so 
many  men  in  each  income  group  and  so  many  men 
in  each  occupational  group;  and  the  same  goes  for 
the  women  there,  and  a  certain  number  of  women 
in  each  income  group  within  certain  age  brackets. 

Q.  How  do  you  decide  how  many  men  and 
women,  and  the  income  groups,  and  so  on? 

A.  We  use  the  information  provided  us  by  sta- 
tistical authorities,  like  the  Department  of  Com- 
merce Bureau  of  Census,  or  the  Regional  Planning 
Commission  of  Los  Angeles  that  tells  us  liow  many 
people  within  each  group  reside  in  a  certain  area 
as  indicated  on  the  map,  your  Exhibit  C,  and  iiow 
many  people  within  each  age  group  and  how  many 
people  within  each  income  group,  as  far  as  the 
statistical  information  of  those  various  sources  goes. 

Mr.  Johnston :  May  I  have  this  document  marked 
as  Defendant's  Exhibit  E  For  Identification?  [42] 

(The  document  entitled  "Control  Sheet"  was 
thereupon  marked  Defendant's  Exhibit  E  For 
Identification.) 

Mr.  Johnston:  This  control  sheet.  Defendant's 
Exhibit  E  For  Identification,  is  what  you  have  just 
been  referring  to  ? 

A.  Yes.  So,  contrary  to  some  popular  miscon- 
ceptions,  the   interviewer   does   not   take   the   field 
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looking  for  a  particular  name,  by  name  and  address, 

but  rather  by  description. 

Q.  In  other  words,  if  I  understand  you  cor- 
rectly, you  have  ascertained  what  the  population  is 
according  to  the  latest  census  material  of  a  particu- 
lar area,  Los  Angeles,  for  example,  and  then  you 
plot  that  out  ])y  sections  and  put  those  sections  down 
by  population  as  shown  by  the  census  *? 

A.     That's  correct. 

Q.  And  you  determine  as  sliowii  by  the  census 
the  number  of  male  and  female  and  ago  groups  and 
income  gi'oups  in  those  pai-ticulai-  areas  ? 

A.  Census  and  other  source?:,  such  as  the  Re- 
gional Plnnuiiig  Comniissiou  or  other  reliable 
sources.  When  the  interviewer  has  taken  the  field,  he 
uses  the  control  sheet  thai  is  Exhibit  E.  This  is  a 
manual  means  fo  rthem  not  only  in  describing  the 
number  of  interviews  and  type  of  ijiterviews  'dwy 
must  have,  but  it  is  also  the  manual  means  i'ov  the 
recording  of  the  interviews  aftei'  tlioy  have  made 
them.  For  example,  we  will  circle  in  red  or  in  blue 
24  men  indicating  they  have  to  interview  24  people 
and  they  strike  out  the  [43]  nuni()ers  until  they 
reach  24,  and  then  they  know  they  have  made  enough 
interviews  of  those  men.  When  the  interviewers 
come  in  they  fit  it  into  our  master  control  system 
so  they  have  a  cross-section. 

Q.  You  have  a  cross-section  from  the  record  and 
on  which  you  base 

A.  Yes,  and  when  the  interviewers  come  in.  we 
may  be  sure  that  the  interviewers  have  followed  our 
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instructions.  So  we  verify  ten  per  cent  of  our  in- 
terviewers by  reinterviewing  those  people  either  by 
telephone  or  personal  interview  or  by  postcard  iii 
which  we  go  back  over  the  questionnaire  in  detail 
so  we  know  the  answer  we  have  on  the  questionnaire 
is  the  same  as  they  were  giving  us  on  the  ]^hone  dur- 
ing the  verification  process.  Then  the  questionnaires 
are  edited  to  be  sure  that  everything  is  in  oi-der  for 
the  tabulating  process  and  during  the  course  of  the 
interviewing  we  maintain  what  is  known  as  a  stabi- 
lization chart. 

Mr.  Johnston :  I  would  like  to  have  the  stabiliza- 
tion chart  marked  as  Defendant's  Exhibit  P  For 
Identification. 

(The  stabilization  chart  was  thereupon 
marked  Defendant's  Exhibit  P  For  Identifica- 
tion.) 

Q.  (By  Mr.  Johnston)  :  Go  ahead,  Mr.  Kuiglit. 
A.  While  Exhibit  B  gives  us  a  "rule  of  thumb" 
method  of  the  sufficiency  of  the  samples,  the  stabili- 
zation chart  provides  the  means  of  determining 
when  we  have  reached  the  point  [44]  beyond  which 
no  further  interviews  would  make  any  material  dif- 
ference in  the  outcome  of  the  survey. 

Q.  This  tabilization  chart  which  you  use  is  De- 
fendant's Exhibit  F,  is  that  correct? 

A.     That  is  correct. 

Q.  How  do  3^ou  determine,  and  could  you  explain 
a  little  more  fully  from  your  stabilization  chnrt, 
that  is,  the  number  of  interviews  you  have  taken  is 
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a  sufficient  number  to  give  you  the  views  or  the 

answers  of  the  entire  popuUition? 

A.  We  take  our  sample  in  our  interviews  in 
groups  of  fifty.  We  will  take  a  key  question  and 
tabulate  the  result  of  the  key  question.  We  add 
another  fifty,  making  a  hundred,  and  select  at  ran- 
dom fifty,  and  then  the  results  of  that  tabulation 
are  put  on  the  stabilization  chart.  Then  the  next 
group  of  interviews  that  come  in  of  fifty,  we  mix 
with  the  first  one  hundred,  making  a  total  of  one 
hundred  and  fifty,  and  select  at  random  fifty,  and 
plot  that  on  the  maj).  Then  we  take  the  next  fifty 
and  so  forth,  until  the  lines  on  that  chart,  or  the 
I'esponses  to  this  particular  question,  levelling  out 
for  throe  successive  increments  or  samples,  so  there 
is  not  a  swing  of  more  than  one  per  cent.  That  is 
the  "levelling  out  process".  Wlien  we  reached  that 
point  where  the  thi-ee  successive  increments  don't 
permit  a  swing  of  more  than  one  per  cent,  we  rendi 
the  point  where  no  further  interviews  would  make 
any  difference  in  the  outcome  of  the  [45]  survey. 

Q.  Does  that  make  the  general  picture,  then,  as 
to  how  you  conduct  your  surveys  ? 

A.  That  is  the  general  picture  of  how  we  con- 
duct our  field  operations  and  the  mechanical  means 
of  determining  when  we  have  a  sufficient  sample. 

Q.  What  questions  do  you  use  for  this  survey, 
or  what  questions  did  you  use  in  the  survey  you 
made  for  Safeway,  and  how  were  they  selected? 
Those  are  the  questions  that  I  believe  appear  on 
Exliibit  D  of  which  you  have  a  copy. 
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A..     May  I  ask  you  a  question? 

Q.     Yes. 

A.  Of  course,  there  is  the  mechanical  means  of 
tabulating  which  I  did  not  describe. 

Q.     Suppose  you  describe  that  first. 

A.  When  all  of  the  interviews  have  been  re- 
ceived and  we  have  reached  the  stabilization  point, 
we  punch  one  or  more  cards  on  the  Hollerith  Sys- 
tem, but  we  use  the  Remington  Rand,  and  these 
cards  are  run  through  out  counter-sorter  and  then 
are  run  through  the  tabulator.  It  has  an  error 
factor  of  about  1/iOOOth  of  one  per  cent.  When 
tlie  totals  liave  been  returned  from  the  tabulator  we 
take  those  totals  and  compute  them  on  our  regu- 
lar machines  for  that  purpose.  That  completes  the 
description.  Tlieii  it  becomes  a  matter  of  mechani- 
cally tyjung  the  report.     [46] 

Q.  Will  you  state  how  you  selected  the  questions 
you  did  which  were  used  in  the  Safeway  question- 
naire % 

A.  I  was  called  by  the  Safeway  organization  to 
make  this  survey  and  told  the  purpose  of  the  sur- 
vey and  asked  to  assist  in  the  preparation  of  the 
questionnaire  to  find  out,  to  determine  what  was  the 
public  understanding  of  the  word  "Safeway"  in 
Los  Angeles  County.  We  determined  to  make,  just 
offhand,  a  thousand  interviews.  We  used  this  ques- 
tionnaire consisting  of  three  questions. 

Q.     Three  categories  of  questions,  didn't  you  say? 

A.  Yes,  that  is  correct,  because  each  one  of  them 
has  more  than  one  part — yes,  that's  right. 
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Q.  When  an  interviewer  went  out  with  this  ques- 
tionnaire he  presented  the  material  as  shown  on  this 
questionnaire,  is  that  corrects 

A.  Each  respondent  was  interviewed  on  a  sepa- 
rate questionnaire,  read  the  contents  thereof  verba- 
\\n\  and  made  his  reply. 

Q.  A  separate  questionnaire,  but  they  were  all 
this  form?  A.     Yes,  on  this  form. 

The  Court :  What  was  the  result  ?  How  did  they 
answer  No.  5,  or  Subdivision  5  in  No.  2% 

Mr.  Johnston:  '^Do  you  think  Safeway  Con- 
struction Couipany  is  connected  with  another  com- 
pany, or  is  an  individual  corporation'?" 

The  Court:  No,  "What  is  the  first  thing  j^ou 
thiuk  of  [47]  wluMi  you  see  the  word  'Safeway'?" 
Wliat  is  the  result  of  that? 

A.  91.6  per  cent  identified  it  with  a  commercial 
product  or  brand  name.  Of  those,  85.2  per  cent 
said  "store  or  grocery  or  market".  4.4  per  cent 
said  "food,  groceries,  meats".  1.6  per  cent  said 
"chain  store".     And  .4  per  cent  said  "shopping". 

The  Court :  That  is  the  crucial  point  in  the  re- 
port? 

Tlie  "Witness:     That's  correct. 

The  Court:  In  other  words,  the  other  questions 
are  asked  to  give  a  certain  amount  of  window 
dress,  so  to  speak,  so  the  people  do  not  exactly 
know  what  you  are  actually  seeking,  so  you  would 
be  more  inclined  to  get  more  accurate  responses. 

The  Witness:     We  have  to  train  their  minds,  sir. 

Mr.  Johnston :     I  will  offer  this  tabulation  from 
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which  the  witness  jnst  read  of  the  result  of  the 
question,  "What  does  the  word  'Safeway'  mean  to 
youf",  as  our  next  exhibit  in  order. 

(The  tabulation  in  question  was  thereupon 
marked  Defendant's  Exhibit  G  For  Identifica- 
tion.) 

The  Witness:  As  indicated  by  the  questionnaire 
we  gave  them  this  little  preamble  and  gave  them 
a  card  v/ith  these  named  and  asked  them  immediately 
what  was  in  their  mind  or  what  their  understanding 
was  of  that  word.  [48] 

Q.  (By  Mr.  Johnston) :  And  you  used  these 
exhibits  B,  C,  D,  E,  P  and  G  in  making  this  sur- 
vey"? A.     Yes — what  was  G"? 

Q.  G  shows  the  results  or  tabulation  you  just 
read  us.  A.     Yes. 

Mr.  Johnston:  Now,  if  your  Honor  please,  I 
offer  in  evidence  Exhibits  B  through  G,  inclusive. 

Mr.  Westfall :  We  object  to  that  as  incompe- 
tent, irrelevant  and  immaterial  to  any  issue  before 
the  Court. 

The  Court:  I  will  overrule  the  objection.  It  is 
part  of  the  witness'  testimony  as  to  the  method  by 
which  the  survey  was  conducted. 

(Defendant's  Exhibits  B  through  G,  previ- 
ously marked  for  identification,  were  there- 
upon received  in  evidence.) 

Mr.  Johnston :  There  is  one  further  matter,  your 
Honor,  which  it  is  immaterial  to  us  whether  we  go 
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into  or  not.  I  am  just  indicating  what  we  might 
prove,  and  maybe  we  can  short-cut  it.  In  answer 
to  the  other  questions  as  shown  on  the  question- 
naire, I  take  it  the  results  thereof  are  irrelevant 
in  this  case  and  I  did  not  intend  to  offer  them,  but 
I  simply  wanted  to  show  your  Honor  what  the 
general  picture  was. 

The  Court:     Very  well. 

Mr.  Johnston:     That's  all. 

Cross-Examination 
By  Mr.  Westall : 

Q.  Did  yoii  take  ])ain.^  to  pick  out  those  [49] 
whom  you  assumed,  or  whom  you  were  told  were 
customers  of  tlie  Safeway  Stores  for  this  inquiry? 

A.  No,  the  people  were  interviewed  at  random 
according  to  the  map  I  have  furnished  and  the 
same  proportion  of  interviews.  Tn  other  words, 
tliere  was  no  pre\aous  or  predetermination  of  whom 
we  were  going  to  interview,  except  the  interviewers 
were  given  a  description  of  the  person  they  must 
find. 

Q.  And  this  description  would  be  just  a  house- 
wife or  a  professional  man  or  an  engineer  or  a 
working  man.  or  anything?  That  would  be  the 
general  description  that  you  gave  them? 

A.     Yes. 

Q.  And  when  they  had  the  interview  they  would 
show  the  list  and  ask  what  these  words  indicated 
in  their  minds? 
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A.  No,  not  exactly.  They  read  the  preamble  and 
then  they  would  show  them  each  question  and  would 
begin  showing  them  these  cards,  one  right  after  the 
other  and  they  would  show  the  card  with  the  word, 
say,  "Diamond",  and  ask  them  what  it  meant  to 
them,  and  the  person  would  respond,  and  the  re- 
sponse would  be  noted  on  the  questionnaire. 

Q.  They  would  be  shown,  for  example,  a  card 
with  the  word  "Standard"  on  it  and  they  would 
probably  say  "Standard  Oil  Company"? 

A.     Some  did;  some  didn't. 

Q.  And  they  would  be  shown  a  card  with  the 
word  "Thrifty"  on  it  and  some  would  probably 
say  ' '  Thrifty  Stores ' '  ?     [50] 

A.     Some  did. 

Q.     That  was  the  idea  of  the  whole  thing? 

A.     Yes. 

Mr.  Westall:     That's  all. 

Redirect  Examination 
By  Mr.  Johnston: 

Q.  Do  you  have  the  percentages  with  respect  to 
"Standard"  and  "Thrifty"  and  the  others  there? 

A.    Yes. 

Mr.  Westall:  I  think  this  is  incompetent,  irrele- 
vant and  immaterial. 

Mr.  Johnston :  It  is  proper  redirect  examination 
and  indicates  the  results  with  respect  to  "Standard 
Oil  Company"  as  compared  to  "Safeway"  and 
"Thrifty  Stores,"  a  well-known  chain  store  in  Los- 
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Angeles,   and  gives   a  better  picture   of   how   this 

\vorked  out. 

The  Court:  You  may  answer  the  question.  I 
take  it  from  the  fact  that  Counsel  asked  the  ques- 
tion, it  is  going  to  appear  that  more  people  identi- 
fied "Safeway"  with  Safeway  Stores  than  "Stand- 
aid"  with  Standard  Oil. 

The  Witness :    Are  you  asking  me  a  question,  sir  ? 

The  Court:     Yes. 

A.  That  is  true;  66  ])er  cent  of  the  people  iden- 
tified "Standard"  witli  the  Standaid  Oil  Company. 

The  Court:  Standai'd  Oil  Company  might  not 
l)e  happy  to  hear  that.  [51] 

The  Witness:  They  might  be  a  possible  clic^nt 
for  mo. 

Q.  (By  Mr.  Johnston)  :  Will  you  give  the  full 
answer  ? 

A.  I  will  start  v/ith  "Diamond":  85  per  cent  of 
tlie  people  expressed  "Diamond"  as  jewelry  of  some 
sort;  9.6  per  cent  suggested  a  commercial  product 
or  brand  name  like  "Diamond  T  Company",  or 
"Diamond  Match  Company";  3.9  suggested  names 
of  |)laces  or  objects. 

In  the  case  of  "Standard",  66  per  cent  sug- 
gested commercial  product  or  bi-and  name,  like  oil 
company  gasoline  brands,  service  stations;  14.3  per 
cent  suggested  abstract  ideas  like  "Standard  of 
Living";  1.9  per  cent  suggested  some  tangible  object 
like  "Standard  Equipment"  or  "Standard  Diction- 
ary". 
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In  the  case  of  "Rose",  69  per  cent  suggested  a 
flower;  7.3  per  cent  suggested  a  commercial  name; 
5.9  per  cent  suggested  a  person  or  a  place,  like 
"Rose  Bowl",  or  "Rose  Parade",  and  miscellaneous 
places ;  3.9  per  cent  suggested  a  commercial  product 
or  brand  name  like  peanut  butter  or  liquor;  3.8  per 
cent  said  it  suggested  a  color;  3.9  per  cent  sug- 
gested perfume  or  scent;  2.9  j)er  cent  expressed 
abstract  ideas. 

I  have  read  "Safeway". 

In  the  case  of  "Thrifty",  80.3  per  cent  suggested 
a  retail  outlet  like  drugs  or  drugstores,  or  stores  or 
markets,  or  marts.  Also,  ice  cream  or  cigarettes. 
12.2  per  cent  suggested  an  idea  of  savings,  like 
money  in  the  bank,  economical,  frugal.  [52] 

In  the  case  of  "Security",  60.3  per  cent  said 
"Security  First  National  Bank".  12.2  per  cent 
said  "tangible  objects  like  gold  and  money  in  the 
bank,  life  insurance,  home,  job  or  health";  10.6 
per  cent  thouglit  it  suggested  an  abstract  idea  Uke 
stability  or  security  for  the  future  safety  or  old  age; 
2.9  per  cent  mentioned  social  security. 

Have  I  covered  them  all? 

In  the  case  of  "General",  which  was  the  last  one, 
45.7  per  cent  said  it  suggested  a  military  general, 
like  MacArthur  or  Eisenhower;  27.1  per  cent  sug- 
gested commercial  product  or  brand  name  like 
*' General  Electric",  or  "General  Petroleum",  or 
"General  Tires",  and  food  products;  12.4  per  cent 
said  it  suggested  an  abstract  idea  like  "everything 
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in  general",  ideas  like  "general  nuisance",  and 
"general  opinion",  and  "general  average",  or  "or- 
dinary"; 3.8  per  cent  said  it  suggested  an  object 
or  place  like  "General  Delivery",  or  "general  store, 
merchandise",  and  miscellaneous  places  and  objects. 
Then,  there  was  10  per  cent  for  "miscellaneous" 
there. 

Tlie  Court:  I'hcse  other  names  were  not  put  in 
there  for  the  purpose  of  making  comparisons  with 
Safeway,  were  they,  or  were  they  just  for  the  pur- 
post  of  ])roviding  other  names  of  some  kind,  any 
kind,  so  tliat  the  inquiry  w^onld  not  be  knowingly 
directly  solely  to  Safeway? 

A.  I  don't  know  what  the  legal  objective  was, 
your  Honor. 

The  Court:  What  was  your  objective?  I  am 
tr}dng  to  [53]  find  out  whether  yon  [)ut  these  other 
six  (piestions  in  for  the  purpose  of  seeing  how  they 
compared  with  Safeway,  or  to  cover  up  the  fact 
that  you  wanted  to  get  an  unprejudiced  answer  to 
tlie  inquiry  as  to  Safeway? 

A.  They  were  put  in  for  looth  reasons ;  primarily, 
to  hide  the  identity  of  Safeway  so  there  wouldn't  be 
any  prejudice,  and,  secondly,  to  see  if  there  was  a 
measure  of  compaiison  which  would  show. 

Q.  Of  course,  there  are  just  myriads  of  names 
you  can  use  for  purposes  of  comparison  ? 

A.     That's  right. 

Q.  And  you  might  have  used  many  other  names 
that  might  have  been  associated  in  the  public  mind 
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stronger    association    with    an    organization    than 

"Safeway"?  A.     That's  right. 

Q.  So  the  main  point  was  to  get  an  unprejudiced 
answer?  A.     That's  right. 

Q.  (By  Mr.  Johnston)  :  In  your  opinion,  what 
do  these  figures  mean  with  respect  to  the  population 
of  the  County  of  Los  Angeles  ? 

A.  The  latest  estimate  for  the  population  of  Los 
Angeles  County  is  3,700,000.  This  is  the  estimate 
of  the  Regional  Planning  Commission  of  Los  An- 
geles; so  this  would  be  90  per  cent  of  the  3,700,000, 
or  about  3,300,000,  using  round  figures.   [54] 

Q.  It  is  your  conclusion  that  in  Los  Angeles 
County  the  name  "Safeway"  means  to  that  number 
of  people,  some  three  million  people  or  more,  Safe- 
way Stores,  Incorporated?  A.     Yes,  sir. 

Mr.  Johnston :    That 's  all. 

The  Court:     Is  there  anything  else? 

Mr.  Westall:     That's  all. 

Mr.  Johnston :  I  will  ask  to  have  these  introduced 
as  a  summarjr  of  the  witness'  testimony. 

The  Court:    Very  well. 

Mr.  Johnston:  Could  these  others  be  marked  and 
introduced  ? 

(The  computations  of  the  witness  Knight 
were  thereupon  received  in  evidence  and 
niai'ked  Defendant's  Exhibit  H.) 
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recalled  as  a  witness  on  behalf  of  the  defendants; 
and  having  been  previously  sworn,  testified  as  fol- 
lows : 

Direct  Examination 
(Resumed) 

By  Mr.  Johnston: 

Q.  What,  Mr.  Wilde,  is  the  basic  policy  of  the 
defendant,  Safeway  Stores,  Incorporated,  with  re- 
spect to  the  conduct  of  its  business? 

Mr.  Westall:  I  object  to  that.  It  is  broad, 
general  and  indefinite. 

The  Court:  It  is  a  pretty  general  question.  I 
imagine  [55]  anyone  with  any  degree  of  loyalty  for 
tlie  concern  might  have  a  very  long  and  elaborate 
answer,  but  it  might  not  be  veiy  helpful  to  me. 

Mr.  Johnston:  What  I  am  directing  my  question 
to,  your  Honor,  is  what  is  the  published  policy  of 
the  company  which  I  am  going  to  ask  the  witness 
to  give  your  Honor  with  respect  to  the  conduct  of 
its  operations.  In  other  words,  what  are  its  instruc- 
tions to  its  staff,  to  its  employees  and  others  in  the 
basic  over-all  conduct  of  its  merchandising  business. 

Mr.  Westall :    We  object  to  that. 

The  Court:    What  is  the  relevancy  of  that? 

Mr.  Johnston :  The  relevancy  is  that  an  organiza- 
tion of  this  size,  with  thousands  of  employees,  issues 
directives  to  its  employees  as  to  vshat  the  policy  of 
the  company  is,  and  that  must  of  necessity  have  an 
effect  on  their  conduct  and  is  evidence  of  the  prac- 
tice  and  policy  of  the   company   which   has   been 
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pursued  in  building  up  the  reputation  which  the 

company  has. 

The  Court:  Is  there  any  dispute  about  the  fact 
that  the  Safeway  Stores,  Incorporated  have  a  good 
standing  in  the  community  as  a  selling  enterprise? 
Mr.  Westall:  I  think  they  are  well  known.  I 
don't  think  there  is  anything  in  the  evidence  to 
show  they  are  any  higher  grade  than  other  grocery 
stores.  I  think  most  of  them  have  [56]  to  have  a 
pretty  good  reputation  for  their  customers,  for  fair- 
ness, or  they  Avouldn  't  stay  in  business. 

Mr.  Johnston :    I  am  simply  making  this  showing 
in  this  equitable  proceeding  on  this  material  matter. 
Mr.  Westall :    I  could  ask  the  same  question  with 
respect  to   Mr.   Dunnell's   business   and   he   would 
state  the  same  policy  in  dealing  with  his  customers. 
Mr.  Johnston:    I  am  talking  about,  your  Honor, 
a  published  directive  given  to  these  thousands  of 
employees   which   is    quite    different   than    a    New 
Year's  or  other  resolution  made  by  an  individual. 
Mr.  Westall:     I  don't  think  so. 
The  Court:    I  don't  know  whether  I  would  want 
to  agree  as  to  that.    I  suppose  the  little  fellow  has 
jiirt  ns  much  right  to  assert  he  has  a  good  reputa- 
tion as  a  big  organization.     I  don't  see  how  that  Is 
going  to  help  me  decide  the  question  of  law  as  to 
whether  or  not  this  decision  in  the  Patent  Office  was 
not  recognized. 

Mr.  Johnston:  A  lot  of  my  evidence  is  directed 
in  this  case  to  show  what  the  word  ** Safeway"  has 
come  to  mean  as  the  result  of  our  efforts.    We  have 
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introduced  evidence  intending  to  show  what  this  or- 
ganization and  its  name  means  to  the  public.  I 
think  it  is  also  relevant  to  show  how  that  organiza- 
tion conducts  itself,  and  what  kind  of  an  organiza- 
tion it  is.  [57] 

The  Court:  Would  not  a  stipulation  cover  that, 
a  stipulation  from  your  opponent  to  the  effect  that 
this  is  a  well-regarded  and  well-operated  large  chain 
store  business*  Wouldn't  that  cover  what  you  have 
in  mind'? 

Mr.  Johnston :  In  part,  yes,  and  also  it  operates 
with  respect  to  the  jMiblic  on  the  basic  policy  of 
T-educing  the  cost  of  food  to  the  consumer  while  yet 
maintaining  the  highest  quality. 

The  Court :  It  is  a  well-regarded  and  well-known 
chain  store  enterprise  which  offers  good  values  to 
the  public.  Would  there  be  any  dispute  as  to  that"? 
Mr.  Westall :  There  would  not  be  if  we  just  limit 
it  to  that.  That  also  applies  to  Mr.  Bunnell,  also, 
who  puts  out  a  wonderful  product  and  whose  use  of 
the  word  ''Safe  Way"  has  made  the  word  of  value 

and  benefit  because  he  distributes 

Mr.  Johnston :  That  is  another  question. 
The  Court :  We  are  getting  into  another  question. 
Wliat  I  am  trying  to  do  is  to  see  if  we  can  save 
some  time  on  which  is  perhaj^s  an  obvious  matter. 
I  do  not  understand.  Counsel,  that  there  is  any 
dispute  with  regard  to  the  fact  that  your  client  has 
a  good  standing  and  reputation  in  his  business  as 
such. 

Mr.  Westall:    Yes. 
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The  Court:  Counsel  is  asking  you  to  stipulate 
that  the  Safeway  Stores,  Incorporated  are  well  re- 
garded, well  operated  [58]  chain  store  organization 
which  offers  good  values  to  the  buying  public. 

Mr.  Westall :  I  think  that  is  perfectly  accurate, 
if  you  will  add  the  same  thing  with  regard  to  Mr. 
Bunnell. 

The  Court :  Of  course,  your  client,  however,  does 
not  run  a  chain  store. 

Mr.  Westall :  I  know,  but  as  to  his  business,  if 
we  stipulate  to  that,  we  should  stipulate  Mr.  Bunnell 
has  a  good  policy  of  running  his  business.  He  sells 
goods  at  as  low  a  price  as  possible. 

I\Ir.  Johnston:  I  am  sorry,  I  am  not  in  a  posi- 
tion to  make  that  stipulation  as  to  Mr.  Dunnell. 
There  will  be  evidence  introduced  subsequently  in 
the  trial  concerning  Mr.  Bunnell's  reputation  by 
going  directly  to  this  issue.  We  feel  his  use  of  the 
name  will  definitely  damage  the  high  standards 
which  as  a  result  of  our  practices  and  policies  we 
have  acquired. 

Mr.  Westall :  There  is  no  evidence  like  that  in  the 
record  so  far. 

The  Court :  I  suppose  I  had  better  hear  all  of  the 
evidence.  Could  you  have  your  witness  make  a 
general  statement  without  reading  a  lot  of  things 
as  to  pronouncements  that  executives  made  to  the 
eDiployees?  Can't  he  state  how  the  business  is  con- 
ducted, l)<)\v  in  genei-al  the  business  of  Safeway 
Stoi-es,  Tiicorporatod  is  conducted  so  far  as  its  [59] 
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general  operations  and  treatment  of  the  public  are 

concerned. 

The  Witness:  As  to  pricing  policy,  it  is  our 
policy  to  ]>nss  on  to  the  consumer  the  benefit  of 
savings  that  may  result  from  the  way  in  which  we 
do  business  and  still  yield  to  us  a  reasonable  profit. 
That  is  the  basic  ]»ri]u*ii)lo  as  far  as  pricing  is  con- 
cerned. 

As  far  as  the  merchandising  i)olicy  is  concerned, 
we  guarantee  unconditionally  that  all  merchandise 
sold  and  distributed  by  our  stores,  regardless  of 
whether  we  manufacture,  or  whether  it  is  manu- 
facluied  by  an  outside  concern,  will  satisfy  the  cus- 
tomer. The  customer  is  entitled  to  have  his  money 
refunded  if  he  is  dissatisfied  with  the  merchandise. 
Tn  come  cases  we  do  not  require  merchandise  to  be 
i-etunied  or  the  unused  portion,  in  some  cases.  That 
will  all  depend  on  the  circumstances. 

Mr.  Westall:  As  a  matter  of  fact,  the  witness 
does  not  know  these  individual  circumstances  except 
by  hearsay.  So  therefore,  we  object  to  most  of  this 
testimony  and  move  it  be  stricken  as  hearsay, 
namely,  that  which  he  heard  from  others  and  what 
he  assumed  the  employees  did  or  would  do. 

Mr.  Johnston :  He  can  testify  as  to  the  directives 
tliat  were  issued  so  far  as  ho  knows,  with  respect 
to  the  practices  followed. 

The  Court:  Have  you  another  witness  besides 
this  one? 

Mr.  Johnston:    I  do  have  other  witnesses,  yes. 

The  Court:    What  are  they  going  into? 
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Mr.  Johnston:  I  have  testimony  with  respect  to 
the  company's  operations  in  Los  Angeles  at  the  time 
the  plaintiff  first  commenced  the  use  of  the  product 
in  Los  Angeles.  I  understand  his  testimony  and 
his  allegations  are  to  the  effect  that  he  had  no 
knowledge  of  Safeway  at  that  time,  or  little  knowl- 
edge, and  I  expect  to  show,  or  I  expect  to  disprove 
that  statement.  I  will  introduce  evidence  showing 
very  briefly  the  volume  of  the  company's  business, 
Safeway 's  business,  as  further  evidence  of  the 
secondary  meaning  which  should  be  attached  to  it, 
and  also  I  will  introduce  evidence  with  respect  to 
the  number  of  customers  it  has  and  people  who 
must  know  the  name  "Safeway"  through  it. 

The  Court:  The  reason  why  I  ask  you  this  and 
why  I  am  endeavoring  to  shorten  this  case  is  that 
I  have  other  cases  that  are  waiting  for  trial.  I  am 
not  trying  to  prejudge  this  case,  but  it  is  difficult 
for  me  to  see  how  a  great  organization  like  this 
company  can  be  so  concerned  about  a  little  piece 
of  paper  used  on  a  toilet  seat  and  how  it  affects  this 
enterprise.  Surely  if  I  went  into  a  washroom  in 
a  hotel  to  take  care  of  my  wants  in  a  toilet  T  am  not 
concerned  whether  a  piece  of  paper  has  the  word 
"Safeway"  on  it,  nor  would  I  identify  it  with  any 
such  institution  as  the  Safeway  Stores,  Incorpor- 
ated. It  seems  to  me  to  be  kind  of  a  tempest  in  a 
teapot,  and  that  is  why  I  cannot  understand  [61] 
why  there  should  be  any  great  objection  to  the  plain- 
tiff using  a  simple  term  like  this  in  connection  with 
this  pie^'o  of  paper  that  is  used  in  a  toilet.    If  it  is 
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of  such  vital  concern  as  that  to  take  up  the  time  of 
the  Court  to  hear  testimony,  I  suppose  I  am  duty 
bound  to  hear  it,  but  I  have  some  doubts  as  to 
whether  or  not  it  can  be  of  such  grave  importance. 
Of  course,  everyone's  rights  are  important,  but  this 
doesn't  seem  to  have  much  sij^nificance. 

Mr.  Westall:  We  have  Mr.  Dimnell's  deposition 
and  he  testified  what  Safeway  stoics  he  knew  of  at 
the  time  and  he  is  just  repeating  it. 

The  Court :  What  is  the  importance  of  this  case 
that  sliould  take  up  so  much  time  in  a  Federal  court '? 

Mr.  Johnston:  Tlie  defendant  spends  each  year 
millions  of  dollars  building  up  the  name  and  mean- 
ing of  the  name  ''Safeway"  which  we  think  is  in  the 
pul)lic  mind.  This  is,  as  I  say,  a  small  use,  and 
it  is  hard  to  see  how  this  use  has  damaged  us  in 
this  volume  of  business.  However,  this  is  simply 
a  beginning.  Now,  there  were  a  number  of  trade- 
mark registrations  of  the  name  "Safeway"  handed 
to  your  Honor  this  morning  by  Mr.  Westall  and 
they  show  over  a  period  of  years  that  use  of  the 
name  "Safeway"  by  others  is  increasing.  We 
haven't  any  desire  to  discourage  these  people  from 
their  business,  but  I  don't  see  why  they  have  to 
use  the  name  to  which  we  have  given  such  a  value 
and  in  which  we  have  made  [62]  such  a  tremendous 
investment.  It  seems  to  us  that  will  damage  us 
and  the  public  and  it  will  not  hurt  them  at  all  to 
be  prevented  from  using  that  name  which  we  have 
taken  and  built  up  by  the  special  combination  of 
words,  "Safeway  Stores,  Incorporated". 
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Tlie  Court :  In  a  general  merchandising  business, 
I  can  understand  that,  but  what  is  the  relationship 
to  this  type  of  thing  that  has  nothing  to  do  with 
merchandising  at  all? 

Mr.  Johnston:  It  is  just  as  Judge  Learned  Hand 
stated  in  the  famous  Yale  Lock  case.  That  was  a 
case  where  some  people  put  out  flashlight  batteries 
under  the  name  *'Yale"  and  Judge  Hand  discussed 
that  very  question  and  said,  of  course,  much  more 
eloquently  than  I  can,  that  a  man's  name  is  like 
his  face.  It  becomes  his  indicia,  and  his  reputation 
is  built  up  or  broken  up  in  that  manner.  If  others 
are  permitted  to  use  that  name  he  loses  control  of 
that  reputation  for  good  or  for  bad  and  that  should 
not  be  permitted. 

The  Court :  I  fully  appreciate  that,  Counsel.  In 
the  few  years  I  have  been  on  the  bench  I  have  had 
quite  a  few  copyright  and  patent  cases,  and  I  have 
read  many  of  these  decisions,  but  it  is  only  within 
the  general  field  of  business  activity  that  concerns 
the  party  who  wishes  to  protect  his  name  that  we 
have  these  rules  you  speak  of.  For  example,  if  I 
were  to  devise  a  formula  describing  it — to  pick  on 
the  most  most  insignificant  thing  I  can  think  of — 
describing  it  as  [63]  the  "Safe  way  to  use  scissors 
to  cut  toenails,"  I  could  use  that  word,  but  how 
would  it  be  in  the  field  in  which  there  would  be  any 
damage  to  the  goodwill  that  has  been  put  into  the 
use  of  the  name  in  a  certain  field  of  human  en- 
deavor? I  don't  think  that  Judge  Learned  Hand 
or  any  of  the  judiies  who  have  written  in  the  patent 
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or  copyright  field  have  indicated  that  the  coverage 
extends  beyond  a  reasonable  limitation  of  bnsiness 
activity.  It  is  not  intended  to  cover  everything 
that  everybody  might  do  in  using  the  word  "Safe- 
way". 

Mr.  Johnston:  Well,  it  goes  pretty  far  and  I 
think  the  cases  do,  too.  Surely  it  nuist  be  conceded 
that  there  is  a  closer  connection  between  these  toilet 
seat  covers  and  our  toilet  tissue  than  there  is  be- 
tween texture  fabric  and  radio  appliances. 

The  Court:  No,  it  is  in  the  general  merchandis- 
ing field  there.  The  public  might  well  think  that 
the  R<'A  was  the  fabric  that  you  have  mentioned, 
but  certainly  because  of  the  field  of  activity  of  the 
RCA 

Mr.  Johnston:  If  I  may  interrupt,  your  Honor, 
I  am  not  sure  that  your  Honor  has  clear  the  use 
of  the  name.  Counsel  showed  you  the  tab  of  paper. 
Actually  that  is  not  the  important  use.  The  impor- 
tant use  is  on  every  cabinet  through  which  these 
articles  are  dispensed  whereon  is  written  the  woid 
"Safe  Way",  which  is  placed  in  the  public  toilet 
stall,  [64]  and  that  will  appear  from  the  evidence 
now  just  as  a  baby  business.  It  is  going  to  increase 
tremendously,  for  example,  as  the  paper  towel  busi- 
ness increased.  In  this  manner  the  name  "Safe 
Way"  will  be  brought  to  the  attention  of  the  Ameri- 
can public  who  know  our  name.  In  other  words, 
this  may  become  a  very  great  usage  of  the  name. 

The  Court :  But  the  people  that  go  into  lavatories 
are  not  misled.     They  are   not   buying   anything. 
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They  are  not  buying  something  the  Safeway  Stores 
put  out.  This  is  not  a  piece  of  merchandise.  It  is 
a  sanitary  service  rendered  just  the  same  as  they 
might  quirt  some  liquid  in  there  out  of  a  can  that 
is  marked  "Safe  Way".  The  people  that  go  in 
there  are  not  misled.  They  are  not  buying  a  com- 
modity that  they  think  is  being  offered  for  sale  in 
there. 

Mr.  Johnston :  If  they  find  it  unsatisfactory  that 
will  be  part  of  their  association  with  the  name 
"Safeway".  If  they  know  the  manufacturer  and 
don't  like  that,  that  will  be  part  of  their  association 
with  the  name  "Safeway".  Multiply  that  many 
times  and  that  must  have  a  damaging  effect  in  our 
relations  with  people  who  don't  know  whether  or 
not  we  are  connected  with  that  manufacture.  As  I 
have  pointed  out  and  the  evidence  shows,  Safeway 
Stores,  Incorporated  manufacture  many  lines  and 
we  deal  extensively  in  paper  products.  It  would  be 
very  reasonable  to  assume  a  connection  or  sponsor- 
ship of  this  product  by  Safeway  when  these  toilet 
seat  covers  [65]  are  used. 

The  Court :  I  tell  you  these  things  so  you  can  be 
prepared  here  to  meet  them  instead  of  me  sitting 
hero  stony-faced.  It  appeared  to  me  that  the  case 
was  rather  insignificant.  I  don't  mean  insignificant 
in  the  sense  of  rights,  because  everyone's  rights  are 
important,  but  I  mean  whether  the  case  had  enough 
subslanco  to  warrant  it  being  in  the  Federal  court 
tpkiiig  up  a  lot  of  time.     Insofar  as  your  client  is 


120  Safeway  Stores,  hic.  vs. 

(Testimony  of  Drummond  Wilde.) 

concerned  it  is  important  to  the  plaintiff,  relatively 

much  more  important. 

Mr.  Johnston :  We  are  simply  trying  to  keep  the 
plaintiff  from  using  what  we  think  is  our  name,  but 
we  are  not  at  all  attempting  to  keep  him  from  con- 
tinuing to  manufacture  his  product. 

The  Court:  Very  well,  gentlemen.  We  will  take 
a  recess  now  in  this  case  until  tomorrow  morning  at 
ten  o'clock. 

(Thereupon  an  adjournment  was  taken  until 
tomorrow  morning,  March  13,  1947,  at  10:00 
o'clock  a.m.)  [66] 


Thursday,  March  13,  1947,  10:00  o'Clock  A.M. 

The  Clerk:    Bunnell  vs.  Safeway. 

Mr.  Westall :    Ready. 

Ml".  Johnston:    Ready. 

The  Court :    You  may  proceed. 

Mr.  Westall:  If  the  Court  please,  I  would  like 
to  make  just  a  brief  statement  of  how  I  think  we 
might  possibly  shorten  this  trial.  The  testimony 
that  was  taken  yesterday  on  the  part  of  the  defen- 
dant is  purely  corroboratory  to  evidence  that  is 
thoroughly  developed  in  the  depositions  which  were 
taken  dealing  with  the  use  of  the  word  "Safeway" 
and  in  newspapers  and  so  on.  Advertisements  were 
produced  and  the  matter  was  most  thoroughly  gone 
into. 
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The  Court,  of  course,  has  power  to  limit  the 
amount  of  evidence  on  such  a,  I  might  say,  sub- 
sidiary issue.  Otherwise  the  defendant  might  fili- 
buster. The  Court's  time  is  valuable,  and  while  I 
say  filibuter,  I  will  justify  that  in  a  moment.  I 
made  an  uncontroverted  statement  of  facts  on  which 
I  could  base  my  argument  in  this  case  and  referred 
to  very  little  of  these  things  here,  but  not,  however, 
overlooking  them.  I  am  very  anxious  to  make  an 
argument  and  show  our  i-easons,  and  while  the  Court 
understood  those  facts  and  while  the  Court  correctly 
stated  that  it  is  merely  a  simpl^^  application  of  the 
law  to  those  facts;  yet  it  may  not  be  so  simple  [67] 
as  the  Court  would  think  for  the  moment.  The 
explanation  of  the  law  is  very  simple,  and  yet  the 
fact  is  that  the  Commissioner  of  Patents  as  well  as 
opposing  counsel  absolutely  ignored  the  arguments 
we  rely  upon. 

The  Court:  Then  you  are  really  arguing  the 
matter  now? 

Mr.  Westall:  I  am  merely  laying  a  foundation 
for  this.  I  am  very  anxious  to  present  the  brief 
argTiment  at  the  end  of  the  case. 

The  Court:  Last  evening  I  was  merely  attempt- 
ing to  indicate  the  questions  that  arise  in  my  mind 
in  the  case  and  I  will  rely  on  Counsel  not  to  unduly 
take  up  the  time  of  the  Court  in  presenting  cumula- 
tive matters.  I  think  we  can  dispose  of  the  evidence 
in  the  case  rather  briefly,  but  I  don't  want  to  de- 
prive any  lawyer  of  the  right  to  make  his  record. 

Suppose  we  proceed. 
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Mr.  Johnston:  Thank  you,  your  Honor,  and  I 
will  do  my  very  best  to  hasten  along  with  the  evi- 
dence. 

DRUMMOND  WILDE 

recalled  as  a  witness  on  behalf  of  the  defendant ;  and 
having  been  previously  sworn,  testified  as  follows: 

Direct  Examination 
(Resumed) 

By  Mr.  Johnston : 

Q.  Mr.  Wilde,  as  head  of  ib.e  legal  department, 
are  you  in  charge  of  the  company's  affairs  with  re- 
spect to  opposition  of  attempted  registrations  of  the 
name  "Safeway"?  [68]  A.     Yes,  I  am. 

Q.  Will  you  state  briefly  to  the  Court  the  facts 
with  respect  to  other  applications  for  the  name 
"Safeway"  and  the  company's  position  with  res])ect 
to  them  ? 

Mr.  Westall:  Wo  object  to  that  r.s  entirely  in- 
competent, irrelevant  and  immaterial. 

Mr.  Johnston :  I  think  in  view  of  your  Honor 
questioning  whether  this  case  is  of  such  importance 
tliat  the  time  of  the  Court  should  be  taken  up  with 
it,  that  I  should  show  to  your  Honor 

The  Court:    I  will  overrule  the  objection. 

Mr.  Johnston  :    Very  well. 

Q.  Will  you  please  proceed  and  answer  the 
question,  Mr.  Wilde? 

A.  About  the  year  1938  or  thereabouts  we  became 
aware  of  the  problem  with  which  we  were  faced  as 
the  result  of  the  use  of  the  name  "Safeway",  or 
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confusingly  similar  variations  thereof  by  others  in 
their  lines  of  business  and  related  lines  of  business 
such  as  drug  stores  as  well  as  other  lines  of  business. 
It  was  in  1939  that  we  caused  our  first  opposition 
proceeding  to  be  brought  regarding  the  name  "Safe- 
way". That  was  an  application  brought  by  a  gentle- 
man in  New  York  to  register  the  brand  "Safeway 
1450",  the  numbers  "1450"  following  "SafcM^ay" 
as  a  trademark  for  use  on  sanitary  napkins.  We 
opposed  that  application  successfully.  Following 
[69]  that  we  had  another  proceeding  regarding  the 
attempt  to  register  the  name  "Safeway"  for  use 
on  gasoline,  motor  oils  and  greases  by  a  concern  in 
Evansville,  Indiana.  That  opposition  proceeding 
was  not  successful  and  the  registration  of  the  trade- 
mark was  allowed  following  the  final  outcome  of 
those  proceedings. 

Another  case  we  had  was  the  use  of  the  name 
"Safeway"  for  a  cleaning  fluid.  We  lost  that  in 
an  opposition  proceeding. 

Following  that  we  had  a  case  involving  the  use 
of  the  name  ''Safeway"  and  its  registration  for  use 
on  ophthalmic  lenses  or  eyeglasses.  We  succeeded 
in  that  opposition  after  a  trial  on  the  merits  before 
the  Examiner  of  Interference.  At  about  the  same 
time  in  1944  we  had  another  opposition  proceeding 
involving  an  application  by  a  concern  in  Kokomo, 
Indiana,  for  the  registration  of  the  name  "Save- 
Way"  for  poultry-house  equipment.  That  opposi- 
tion proceeding  ended  successfully  for  us.  As  I 
remember,   those   were   all   of  the   opposition   pro- 
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ceedings  in  which  we  have  been  involved  in  connec- 
tion with  the  attempted  registration  of  the  name 
"Safeway".  This  case  is  just  one  part  of  a  pattern, 
your  Honor.  We  have  been  faced  with  a  very 
serious  prolilem  throughout  the  country  in  which 
<)th(  r  concerns  and  individuals  have  started  to  use 
the  name  "Safeway"  or  variations.  In  some  cases 
they  have  attempted  to  sinnilate  the  color  effects 
on  [70]  their  stores,  used  on  their  stores  or  store 
signs  for  the  purpose  of  apparently  trading  upon 
our  goodwill.  We  have  a  number  of  cases  in  which 
we  are  ])i-oceeding.  In  some  of  these  we  have  al- 
ready proceeded  to  litigation.  This  is  just  one  of 
these  cases  in  wliidi  Mi-.  Dnimoll  was  the  original 
moving  party.  He  attemi)ted  to  have  the  name 
registered  as  a  ti-ademark  for  use  on  paper  toilet 
seat  covers.  Naturally  our  reaction  was  to  oppose 
that  registration.  As  th.e  record  will  show,  our 
opposition  was  successful  before  the  Patent  Office. 
Mr.  Dunncll  has  brought  this  action  to  attempt  to 
upset  the  decision  of  the  Patent  Office.  We  felt  the 
natural  thing  to  do  would  ho  to  op]Kise  that  action 
and  also  attempt  to  enjoin  Mr.  Bunnell  from  the 
continued  use  of  the  name  on  his  particular  product. 
In  other  words,  this  is  just  one  of  many  situations 
vdth  which  we  are  faced  and  which  others  are  biting 
off  piece  by  piece,  or  attempting  to  bite  off  piece  by 
piece  the  I'ights  and  substantial  investment  which 
we  have  built  up  with  regard  to  the  use  of  the  name 
"Safeway"  to  identify  our  stores  and  our  business. 
We  have  spent  over  $4,000,000  a  year  in  advertising, 
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most  of  which,  or  a  large  part  of  which  is  devoted 

to  advertising  in  which  the  name  "Safeway"  alone 

appears. 

Mr.  Westall:  We  move  to  strike  the  answer  as 
not  the  best  evidence.  Rather  than  making  a  recita- 
tion of  what  happened  in  these  prior  registrations, 
the  proper  way  to  prove  [71]  it  would  be  by  certified 
copies  of  the  official  records  and  then  we  could  find 
out  if  they  were  at  all  pertinent  and  how  they  dif- 
fered from  the  case  at  issue. 

The  Court:  It  is  somewhat  argumentive,  but  I 
will  allow  the  answer.  The  motion  to  strike  is 
denied. 

Mr.  Westall:  The  latter  part  of  the  answer  re- 
garding Safeway  and  how  he  felt  about  this  suit 
against  Mr.  Bunnell  we  move  to  strike. 

The  Court:  I  think  the  answer  is  argumentative 
and  irrelevant,  but  it  is  in  line  with  the  plan  of 
presentation  of  the  defense  and  at  least  it  presents 
the  point  of  view  of  the  defendant. 

Q.  (By  Mr.  Johnston)  :  Mr.  Wilde,  is  the  stock 
of  Safeway  Stores,  Incorporated  listed  on  any  stock 
exchanges  ? 

A.  It  is  listed  on  the  New  York  Stock  Exchange, 
the  San  Francisco  Stock  Exchange  and  the  Los 
Angeles  Stock  Exchange. 

Q.  Can  you  say  how  the  stock  is  commonly  re- 
ferred to — ^by  what  name? 

Mr.  Westall :  We  object  to  the  question  as  totally 
irrelevant. 

The  Court:    Objection  overruled. 
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The  Witness :    ' '  Safeway ' '. 

Q,  (By  Mr.  Johnston) :  What  number  of  shares 
are  outstanding,  approximately? 

Mr.  Westall :  The  same  objection  is  made  to  all 
these  [72]  (juestions  as  to  the  stock  and  amount  of 
stock. 

The  Court:     Objection  overruled. 

The  Witness :  2,585,952— all  common,  and  22,321 
shares  of  preferred. 

Q.  (By  Ml-.  Johnston) :  Approximately  how 
many  stockholders  does  the  ctjmpany  have? 

A.  As  of  June  18,  1946,  wliich  was  the  last  date 
on  which  we  made  a  count,  we  had  14,612  common 
stockholders  and  5,115  preferred  stockholders. 

Q.  Does  tlic  company  distribute  to  the  stock- 
holders and  other  interested  persons  an  annual 
report  ?  A.     Yes. 

Q.     Do  you  have  those  aimual  reports  with  you*? 

A.     Yes. 

Q.  You  have  i)roduced  at  my  request  annual 
reports  for  the  years  1926,  1928.  1930,  1932,  1934, 
1940  and  1945?  A.     Yes. 

Mr.  Johnston :  I  would  like  to  have  these  marked 
as  our  next  exhibit  in  ordei',  if  the  Court  please. 

(The  repoi'ts  in  question  were  thereupon 
marked  Defendant's  Exliibit  T  for  Identifica- 
tion.) 

Q.  (By  Mr.  Johnston)  :  These  annual  reports 
contain  a  statement  of  the  company's  affairs  to  the 
stockholders  each  year,  is  that  correct? 

A.     Yes.  [73] 
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Q.     And  these  annual  reports  make  common  use 
of  the  word  -Safeway"  alone:   Is  that  also  correct? 

A.  In  some  cases  the  name  "Safeway"  appears 
also  in  the  balance  sheet  and  profit  and  loss  sheet 

Mr.  Johnston:    I  will  offer  these  in  evidence. 

Mr.  Westall:     We  object,  if  your  Honor  please. 

The  Court :  I  will  sustain  the  objection.  I  cannot 
see  that  I  should  be  required  to  read  all  of  the 
annual  reports  of  this  company  to  see  whether  or 
not  thej  e  is  a  trademark  infringement. 

Mr.  Johnston:  It  seems  to  me  that  the  distribu- 
tion of  these  reports  is  so  large,  and  shows  the  use 
of  the  name  "Safeway",  which  tends  further  to 
show  the  meaning  of  the  term. 

The  Court:  The  statement  of  the  witness  would 
be  sufficient  that  in  the  annual  report  to  the  stock- 
holders the  use  of  the  word  "Safeway"  is  used 
\vithout  the  reports  themselves  being  admitted  in 
evidence. 

Mr.  Johnston:  I  think  they  are  also  admissible 
to  show  the  size  of  the  company's  operations  and  its 
business. 

The  Court:  The  witness  has  testified  to  that. 
1  don  t  think  the  record  should  be  encumbered  with 
the  annual  statements  of  the  defendant.  The  wit- 
ness can  state  the  general  e.xtent  of  the  business  of 
the  corporation.  If  I  should  decide  in  your  favor 
and  your  opponent  wanted  to  appeal  it  [74]  would 
be  an  inordinate  burden  to  prepare  all  these  ex- 
nibits  and  this  record. 
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Mr.  Johnston:  They  are  cumulative,  but  they 
certainly  help  in  giving  the  full  picture. 

The  Court:  How  much  business  do  they  do  in  a 
year,  ordinarily?  What  is  the  volume  of  the  busi- 
ness? 

A.     The  sales  were  over  six  hundred  million. 

The  Court:  Did  you  state  yesterday  about  how 
many  stores  there  were  throughout  the  United 
States?  You  said  there  were  two  or  three  hundred 
in  Los  Angeles?  A.     Yes. 

Q.  Approximately  how  many  stores  are  there 
tJn-oughout  the  United  States. 

A.     About  twenty-tliroe  hundred. 

Q.  (By  Mr.  Johnston)  :  How  are  the  stores 
located  with  reference  to  shipping  eenters,  arterials 
and  higliways,  and  so  forth? 

Mr.  Westall :  That  is  objected  to.  We  could  go 
on  for  weeks  with  this. 

Mr.  Johnston:  T  am  simply  asking  the  questions 
having  regard  to  the  company's  general  practice 
and  show  the  stores  are  located  prominently  where 
the  public  can  see  them. 

The  Court :    I  will  allow  the  question. 

The  Witness:  The  stores  are  generally  located 
in  strategic  positions  or  locations  in  or  adjacent  to 
shipping  [75]  areas  or  neighborhoods. 

Q.  How  will  Safeway  be  injured  by  Bunnell's 
registration  and  use  of  the  name  "Safeway"? 

A.  By  his  use  of  the  name  "Safeway"  on  toilet 
seat  covers  we  have  no  control  over  his  policies 
or  his  operations  or  what  he  may  do,  or  how  he 
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may  transact  his  business ;  even  though  his  business 
may  be  transacted  properly  from  time  to  time,  we 
have  no  control  how  it  may  be  transacted  over  the 
future.  That  is  something  we  have  nothing  to  do 
with,  the  quality  of  the  product  that  he  manu- 
factures, or  what  satisfaction  he  may  give  his  cus- 
tomers. 

Q.  Do  you  think  it  is  possible  the  company  may 
stock  this  toilet  tissue  in  the  future"? 

A.  They  would,  depending  upon  entirely  the 
demand  for  it,  I  think,  and  our  facilities  for  handl- 
ing it. 

Q.  I  think  I  said  "toilet  tissue"— I  meant 
"toilet  seat  covers"?  A.     Yes. 

Mr.  Johnston:     You  may  cross-examine. 
Mr.  Westall:     No  cross-examination. 

J.  CLINTON  EVANS 
called  as  a  witness  on  behalf  of  the  defendant;  and 
having  been  first  duly  sworn,  testified  as  follows: 
The   Clerk:     Will  you  state  your  name   to   the 
Court?  [76]  A.     J.  Clinton  Evans. 

Direct  Examination 
By  Mr.  Johnston : 

Q.     What  is  your  address,  Mr.  Evans  ? 

A.     1809  Wellington  Street,  Oakland,  California. 

Q.     By  whom  are  you  employed  ? 

A.     Safeway  Stores,  Incorporated. 

Q.     In  what  capacity? 

A.     I  am  an  accountant  in  their  Bradford  Ac- 
counting Division. 
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Q.  What  type  of  records  are  kept  under  your 
supervision  ? 

A.  We  keep  all  types  of  profit  and  loss  state- 
ments and  balance  sheets  and  all  financial  reports 
of  the  company  in  our  office,  as  well  as  other  statis- 
ti^-al  reports  that  may  be  sent  to  us  for  examination 
and  accunnilation  for  information  for  the  companies 
in  general. 

Q.  Will  yo\i  state  very  briefly  the  number  of 
stores  o])erated  in  Los  Anereles  in  1926  when  the 
company  commenced  operati<m  ? 

yiv.  Westall :  We  object  on  the  i^^rounds  the  ques- 
tion is  incompetent,  irrelevant  and  immaterial.  The 
qnestion  aliout  Los  Angeles  is  not  important. 

^Ir.  Johnston  :    This  will  take  iust  a  few  moments. 

The  Court:    1  will  overrule  the  objection. 

The  Witness:     There  were  322  stores  operating 

under  the  name  of  Safeway  in  Los  Angeles  in  1926. 

Q.     (By  Mr.  Johnston) :    Will  you  tell  the  Court 

the  number  of  stores  operated  each  year  since  1926 

in  California?  [77] 

A.  In  the  year  1927  there  were  573  stores.  In 
the  year  1928  there  were  751.  In  the  year  1929  there 
were  1.010.  In  the  year  1930  there  were  977.  In 
the  year  1931  there  were  1,499.  In  the  year  1932 
there  were  1,320.  In  the  year  1933  there  were  1,288. 
In  the  year  1934  there  were  1,274.  In  the  year  1935 
there  were  1,312.  In  the  year  1936  there  were  1,296. 
In  the  year  1937  there  were  1.225.  In  the  year  1938 
there  were  1,113.  In  the  year  1939  there  were  1,015. 
In  the  year  1940  there  were  893.     In  the  year  1941 
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there  were  805.     In  the  year  1942  there  were  738. 

In  the  year  1943  there  were  708. 

Q.  I  think  that  gives  the  picture.  Now,  Mr. 
Evans,  will  you  tell  the  Court  in  what  states  the 
company  stores  are  located? 

A.  The  company  operates  in  19  western  states, 
four  eastern  states,  the  District  of  Columbia,  and 
also  in  Canada,  in  five  provinces.  Do  you  want  me 
to  list  the  names  of  the  states'? 

Q.    Yes. 

A.  Arkansas,  Arizona,  California,  Colorado,  Dis- 
trict of  Columbia,  Idaho,  Iowa,  Kansas,  Maryland, 
Missouri,  Montana,  Nebraska,  Nevada,  New  Jersey, 
New  Mexico,  New  York,  Oklahoma,  Oregon,  South 
Dakota,  Texas,  Utah,  Virginia,  Washington  and 
Wyoming.  And  the  five  Canadian  provinces  are 
British  Columbia,  Alberta 

Q.  That  is  all  right.  Will  you  tell  the  Court, 
Mr.  Evans,  [78]  the  annual  retail  sales  of  the  com- 
pany since  1932? 

Mr.  Westall:    Same  objection. 

The  Court :  I  will  let  him  put  this  in  the  record. 
Objection  overruled. 

A.  The  Witness:  The  total  sales  for  the  year 
1932  were  $229,173,468.67.  Jn  1933,  $222,156,841.68. 
In  1934,  $242,966,383.20.  In  1935,  $294,697,599.81. 
In  1936,  $346,178,061.20.  In  1937,  $381,868,220.28. 
In  1938,  $368,254,991.28.  In  1939,  $385,882,083.00. 
In  1940,  $399,322,122.15.  In  1941,  $475,124,885.09. 
In  1942,  $611,139,476.85.  In  1943,  $588,833,620.10. 
Jn  1944,  $656,57L505.26.    In   1945,  $664,77L549.03. 
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Q.  Now,  I  ask  you,  Mr.  Evans,  this  exhibit  which 
has  just  been  marked  by  the  Clerk  Defendant's 
Exhibit  J.  for  Identification,  entitled,  "Dollar  Vol- 
ume Los  Anp^eles  Division,  Toilet  Paper  Sales," 
and  1  ask  you  if  that  was  prepared  under  your 
supervision,  or  from  records  kept  under  your  super- 
vision ?  A.     Yes. 

(The  document  in  question  was  thereupon 
marked  Defendant's  Exhibit  J  for  Identifica- 
tion.) 

Q.  (By  Mr.  Johnston)  :  Docs  that  corre<'tly 
show  the  Dollar  volume  sales  during  tlie  years  1934 
to  1946  in  the  Los  Angeles  Division,  for  toilet 
paper?  A.     It  does. 

Mr.  Ji)hnstoii:  I  offer  this  in  evidence  as  De- 
fendant's [79]  Exhibit  J.  This  shows  a  range  of 
toilet  paper  sales  of  from  $73,6.')l  in  1934  to  $389,- 
642  in  1946. 

The  Court:    That  is  in  Los  Angeles  County? 

Mr.  Johnston:     Los  Angeles  County  alone,  yes. 

The  Witness:     No,  Los  Angeles  Division. 

:Mr.  Johnston:  The  Los  Angeles  Division  in- 
cludes, roughly,  what  territoiy? 

A.  It  would  include  Los  Angeles  County,  Kern 
County,  Riverside  County,  Orange  County,  and  a 
couple  of  other  small  counties  down  there  that  have 
a  very  small  population. 

Mr.  Westall:  We  object  to  the  admission  of  the 
exhibit  into  evidence  as  incompetent,  irrelevant  and 
immaterial  to  anv  issue  in  the  case. 
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The  Court :  It  may  be  admitted.  T  will  overrule 
the  objection. 

Q.  (By  Mr.  Johnston)  :  Can  yon  give  the  com- 
pany's overall  toilet  paper  sales  throughout  the 
country  within  the  last  two  or  three  years,  since 
1942? 

.  A.     I  believe  I  am  unable  to  present  that  to  the 
Court. 

Q.  What  have  been  the  company's  advertising 
expenditures  in  each  of  the  years  since  1932? 

Mr.  Westall:  That  is  objected  to  as  totally  im- 
material. They  have  advertised  peas  and  pins  and 
everything  else  that  hasn't  anything  to  do  with 
the  case,  but  never  toilet  seat  covers.  [80] 

The  Court:  Counsel's  objection  may  go  to  the 
point  that  the  advertising  expenditures  might  have 
to  do  with  other  things  than  just  the  use  of  the  name 
''Safeway".  Wouldn't  you  have  to  have  some 
breakdown  on  that? 

Mr.  Johnston:  We  have  shown  what  the  adver- 
tisements have  consisted  of. 

The  Court :  You  mean  all  of  the  advertisements 
having  the  word  "Safeway"  on  them? 

Mr.  Johnston:    Yes. 

The  Court:    As  well  as  the  radio  program? 

Mr.  Johnston :    Yes,  as  well  as  everything,  surely. 

The  Court :  All  right,  but  just  give  us  the  jSrst 
year  and  the  last  year. 

Mr.  Johnston:     Surely. 

Q.     What  is  the  range,  nationally? 

A.     Total  advertising  expense  for  the  year  1932 
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amounted  to  $2,505,166.12  and  that  was  increased 

year  by  year  until  1945,  in  wliidi  the  company  spent 

$4,959,549.43. 

Q.  Will  you  tell  us  how  much  of  that  was  spent 
in  those  two  years  in  the  Los  Angeles  Division? 

A.  The  informati(^n  I  have  was  for  the  year  1942 
in  the  Los  Anj^eles  Division. 
Q.  That  will  be  satisfactory. 
A.  We  spent  during  the  year  1942  in  the  Los 
Angeles  Division  $271,417.49  in  newspaper  advertis- 
ing, handbills,  spot  [81]  radio  ainioiniconu'nts  and 
cuts  and  miscellaneous  nialciials. 

Q.  Do  you  have  a  breakdown  with  you  of  those 
advertising  figures  in  terms  of  the  amount  spent 
for  newspapers,  and  so  on? 

Mr.  Westall:     We  obje/^t  to  that  on  the  ground 
that  he  is  going  into  unnecessary  matters. 
The  Court :    Is  that  necessary  ? 
Mr.  Johnston:     I  had  in  mind  the  rest  of  what 
your  Honor  thought  I  should  show. 

The  Court:  No,  the  only  point  I  had  made  was 
whether  or  not  that  advertising  all  mentioned  the 
name  "Safeway"  or  whether  you  should  break  it 
down.  You  pointed  out  the  evidence  showing  all  of 
the  advertisements  contained  in  the  word  "Safe- 
way". 

Mr.  Johnston:  Yes,  I  will  withdraw  that  ques- 
tion.   You  may  cross-examine. 

Mr.  Westall:    No  cross-examination. 
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GERALD  E.  BROWN 

called  as  a  witness  on  behalf  of  the  defendant;  and 
having  been  first  duly  sworn,  testified  as  follows: 
The  Clerk:     Will  you  state  your  name  to  the 
Court?  A.     Gerald  E.  Brown.  [82] 

Direct  Examination 
By  Mr.  Johnston: 

Q.  Mr.  Brown,  you  are  employed  by  Safeway 
Stores,  Incorporated?  A.     That's  correct. 

Q.     What  is  your  address? 

A.     2630-77th  Avenue,  Oakland. 

Q.     In  what  department  are  you,  Mr,  Brown? 

A.  I  am  in  charge  of  the  Survey  Section  of  the 
Market  Research  Department, 

Q.  At  my  request  did  you  make  a  study  to  deter- 
mine or  to  estimate  the  number  of  customers  that 
Safeway  has?  A.     That's  correct. 

Q.  I  show  you  Exhibit  A  for  Identification, 
marked  Exhibit  1  at  the  top,  and  consisting  of 
several  tabs  and  ask  you  if  that  is  one  of  the  studies 
which  you  prepared  at  my  request? 

A.     That's  correct. 

O.  Will  you  please  state  to  the  Court  what  that 
study  consists  of  and  what  it  shows? 

]\Ir,  Westall :  We  object  to  the  question  again  as 
entirely  irrelevant  and  immaterial  and  cumulative 
to  iiiatters  in  the  use  of  the  word  ''Safeway"  which 
has  already  been  sufficiently  shown, 

Mr.  Johnston:  What  we  are  trying  to  show  is 
liow    many    people    must    patronize    the    Safeway 
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Stores.  The  volume  is  tremendous  as  proven  by 
the  statistical  studies  Mr.  Brown  [83]  has  prepared 
and  which  goes  to  carry  out  the  proof  of  one  of  the 
basic  issues  in  this  case,  namely,  the  meaning  of 
the  word  "Safeway"  to  the  public. 

Mr.  Westall :  The  Court  could  very  well  assume 
or  surmise  the  number  of  families  which  would  be 
sufficient  for  their  purposes,  if  they  sell  so  many 
products — and  so  forth.    So  it  is  all  cunnilative. 

The  Court:  I  don't  quite  understand  this.  This 
i-efers  to  the  munber  of  families  that  the  defendant 
would  serve  if  the  customers  bought  all  of  their 
requirejTients  there'? 

Mr.  Johnston:  The  witness  will  explain  this,  if 
permitted  by  Counsel.    The  point  is  this 

The  Court:  \Vliat  are  you  trying  to  show  by 
this? 

Mr.  Johnston:  We  have  no  actual  customer 
counts  and  it  is  impossible  to  show  the  number  of 
people  that  patronize  the  stove.  What  we  have  tried 
to  do  by  this  study,  namely,  by  taking  the  over  all 
population  census  figure  and  the  over  all  census 
record  of  food  sales  and  comparing  with  the  latter, 
to  the  sales  of  food,  finding  out  what  per  cents  of 
the  total  food  business  ''Safeway"  handles,  and  by 
applying  that  against  the  total  jiopulation  and  esti- 
mating that,  at  least  that  number  of  people  must 
have  bought  their  food  requirements  at  our  stores. 

The  Court:  What  conclusions  do  you  come  to 
from  this  survey  you  have  referred  to  as  to  the 
number  of  customers,  [84]  Mr.  Brown? 
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The  Witness:  We  have  estimated  it  roughly  as 
18  million  persons  being  served  by  food  that  is 
purchased  at ' '  Safeway. ' ' 

The  Court:    Is  that  annually? 

A.  Yes,  for  the  country  as  a  whole  at  any  one 
time  there  are  that  many  persons  that  are  regular 
customers  of  Safeway  Stores  in  all  of  our  divisions. 

The  Court:  You  mean  by  that,  you  include  a 
person  that  might  go  in  once  and  buy  once? 

A.  Yes,  we  have  estimated  about  thirteen  and 
one-third  millions  persons  are  served  regularly  by 
food  from  "Safeway"  and  around  eighteen  million 
either  regularly  or  occasionally.  That  is,  they  are 
familiar  with  "Safeway"  and  do  buy  there  from 
time  to  time. 

The  Court :  And  that  conclusion  is  reached  as  the 
result  of  the  method  you  have  used  in  this  survey? 

A.  In  this  survey  we  have  taken  the  census 
figures  and  estimated  their  figures  in  terms  of  cus- 
tomers who  buy  all  of  their  food  requirements  at 
"Safeway". 

The  Court:    That  is  contained  in  the  four  sheets? 

A.  The  first  four,  and  Exhibit  2— we  have  made 
surveys  at  various  times  and  have  asked  persons 
living  in  various  cities  we  have  served,  where  they 
buy  their  foods  regularly,  and  roughly  sixty  per 
cent  of  the  persons  living  in  the  area  we  [85]  serve 
show  regularly  at  "Safeway".  We  apply  that  to 
the  estimated  population  we  serve,  which  is  22  mil- 
lion to  arrive  at  a  figure  of  17.7  million  who  do 
shop  regularly  at  "Safeway". 
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The  Court:  The  reasons  why  you  have  come  to 
the  conclusions  you  have  stated  are  set  fortli  in 
detail  and  analyzed  in  these  three  exliibits? 

A.    Yes. 

The  Court:  Now,  do  you  wish  to  object  to  these, 
Mr.  Westain 

Mr.  Westall:  We  object  to  those  as  totally  un- 
necessary and  cunmlative,  and  the  theory  of  the 
name  "Safeway"  and  its  meaning  has  been  proven. 

The  Court:  For  the  purpose  of  explaining  the 
opinion  and  statement  of  the  witness  in  that  regard 
I  will  allow  these  exhibits  to  be  marked  in  evidence. 

(The  documents  in  question  were  thereupon 
received  in  evidence  and  marked  Defendant's 
Exhibits  K,  L  and  M,  respectively.) 

Mr.  Johnston:    That's  all,  Mr.  Brown. 
Mr.  Westall:    No  cross-examination. 

WILLIAM  A.  VOLLMER 

called  as  a  witness  on  l)ehalf  of  the  defendant;  and 
having  been  first  duly  sworn,  testified  as  follows: 

The  Clerk:  Will  you  state  your  name  to  the 
Court? 

A.     WiUiam  A.  VoUmer. 

Direct  Examination 

By  Mr.  Johnston: 

Q.     What  is  your  address,  Mr.  Yollmer? 

A.     5221   James  Avenue,   Oakland. 

Q.     You  are  employed  by  Safeway  Stores? 
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A.     That's  right. 

Q.     In  what  capacity? 

A.  Manager  of  the  Map  Procurement  Depart- 
ment of  the  Real  Estate  Division. 

Q.  As  manager  of  the  Map  Procurement  De- 
partment of  the  Real  Estate  Division  you  are 
charged  with  the  duty  of  procuring  maps  showing 
the  location  of  the  company's  stores  throughout  its 
organization?  A.     That's  right. 

Q.  At  my  request  have  you  prepared  a  map 
showing  the  location  of  the  company's  stores  in 
1932  in  Los  Angeles?  A.     That's  right. 

Q.  And  that  is  this  map  over  here,  is  it  (point- 
ing to  map  on  blackboard)  ?  A.     Yes,  sir. 

Mr.  Johnston:  Could  I  have  that  map  marked 
for  identification  as  our  next  exhibit? 

The  Court:  Are  you  going  to  have  the  witness 
explain  it?  [87] 

Mr.  Johnston:    Yes,  your  Honor. 

(The  map  in  question  was  thereupon 
marked  Defendant's  Exhibit  N  for  Identifica- 
tion.) 

Q.  (By  Mr.  Johnston)  :  Now,  Mr.  Vollmer,  will 
you  step  over  to  the  map  and  describe  to  the  Court, 
or  toll  the  Court,  and  you  may  use  the  pointer  if 
yon  wish,  what  the  various  pins  in  the  map  show; 
and  explaiji  Avhat  area  is  there  covered  by  the 
wliole  map  veiy  briefly. 

Mr.  Westall:  We  object  to  that  as  entirely  in-; 
competent,  irrelevant  and  immaterial.    We  remem- 
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ber  they  have  already  told  how  many  stores  they 
have  in  Los  Angeles.  They  have  already  stated 
they  are  in  the  best  locations  just  like  any  good- 
size  store  will  get  a  good  location,  and  that  is  what 
they  have  done.  That  ma]»  and  the  explanation 
of  the  details  cannot  possibly  aid  the  Court  in 
determining  the  pertinent  issues  in  this  case. 

Mr.  Johnston:  If  your  Honor  please,  the  pur- 
pose of  this  map  is  somewhat  different  in  the  main 
than  the  previous  evidence  that  has  been  introduced. 
Mr.  Dunnell  has  testified,  I  think,  in  this  deposition 
in  this  case  that  he  didn't  know  of  Safeway  Stores 
when  he  adopted  the  name  "Safeway"  and  we  wish 
to  show  that  he  lived  in  Los  Angeles  at  that  time, 
that  he  moved  around  Los  Angeles  at  that  time  and 
that  he  was  on  the  road  five  or  six  hours  a  day  and 
must  have  known  of  the  existence  of  Safeway 
Stores  and  even  their  locations.  [88] 

Mr.  Westall:  Mr.  Dunnell  didn't  say  he  had 
seen  Safeway  Stores  liefore.  He  said  he  had,  but 
didn't  pay  an}'^  attention  to  them  because  they 
didn't  seem  to  have  anything  to  do  with  his  busi- 
ness, that  he  probably  may  have  seen  them  as  any- 
one would  see,  for  example,  tlie  Thrifty  Drug  Stores 
or  anything  else.  He  did  not  deny  liaving  seen 
them  at  any  place  in  his  deposition  which  has  been 
taken. 

Mr.  Johnston:  May  I  take  just  a  moment  to 
refer  to  the  deposition?  Reading  from  Page  50  in 
the  deposition  of  Mr.  Dunnell   introduced  in  evi- 
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dence  yesterday  by  Counsel  and  which  was  taken 

in  the  Patent  Office  proceeding- 

Mr.  Westall :  Yon  are  not  talking  about  the  de- 
position taken  in  this  case*? 

Mr.  Johnston:  No,  I  am  referring  to  the 
deposition,  in  evidence  in  this  case  which  was  in- 
troduced in  evidence  by  you  yesterday. 

Cross-Question  157: 

"Q.  You  had  heard,  however,  or  did  know 
of  a  grocery  business  being  conducted  under 
the  name  'Safeway"? 

''A.  Not  at  that  particular  time  in  1933 
when  I  first  adopted  and  used  that  name." 

158: 

'"You  didn't  know  at  that  time  that  there 
was  a  grocery  company  in  Los  Angeles  operat- 
ing under  the  name  of  'Safeway'  or  'Safeway 
Stores'? 

"A.     I  didn't  know  that  there  was,  no."  [89] 

Now,  we  are  simply  trying  to  meet  that  evidence, 
your  Honor. 

The  Court:  I  think  you  are  perfectly  entitled 
to  miet  evidence,  but  is  that  a  relevant  issue  in  the 
case? 

Mr.  Johnston:  I  think  it  bears  on  the  equities 
of  the  case  whether  he  had  in  adopting  the  name 
reason  to  know  or  knew  it  had  already  been  ap- 
propriated by  another  organization. 

The  Court:  Even  though  he  knew  that  the  Safe- 
way Stores,  Incorporated  were  operating  under  the 
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name  **  Safeway",  that  still  would  not  be  a  relevant 

issue  on  the  question  of  trademark  priority. 

Mr.  Westall:  No,  it  would  not  l)c  relevant  at  all 
and  there  is  no  question  about  the  title.  As  T  said 
before,  that  is  admitted  even  in  the  Patent  Office. 

The  Court:  I  am  trying  to  find  out  your  op- 
ponent's reason. 

I\Ir.  Johnston:  I  think  this  proceeding  is  funda- 
menlally  equitable  and  the  federal  Trademark 
Statute  is  ai)i)lied  by  the  Court  in  determining 
what  is  registerable  in  confonnity  with  the  law  of 
unfair  competition.  1  am  alxtut  to  show  by  this 
witness  that  at  the  end  of  1932,  shortly  prior  to  the 
time  he  adoi)ted  the  name  we  had  these  stores 
located  in  strategic  and  j)rominent  places  through- 
out the  Los  Angeles  area.  [90] 

The  Court:  Can't  you  make  a  statement  on  that 
without  encumbering  the  record  with  this  large  map 
and  all  the  details  of  it?  Can  you  not  make  a  state- 
ment that  is  not  controverted  that  at  this  time  there 
were  in  Los  Angeles  some  three  hundred  and  twenty 
stores  located  at  prominent  points  in  the  business 
and  residential  areas  in  the  general  Los  iVngeles 
area  all  with  the  word  "Safeway".  You  don't  need 
a  map  with  all  this  detail.  Is  there  any  dispute  on 
that"? 

Mr.  Westall :  No,  there  is  not  any  dispute.  They 
have  already  covered  that. 

Mr..  Johnston:  All  right,  your  Honor.  We 
simply  wanted  to  meet  that  issue. 
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WARREN  W.  BUNNELL 

recalled  as  a  witness  on  behalf  of  the  defendant; 
and  having  been  previously  sworn,  testified  as  fol- 
lows : 

Direct  Examination 
By  Mr.  Johnston: 

Q.  You  testified  yesterday,  I  believe,  Mr.  Bun- 
nell, that  you  engaged  in  various  forms  of  adver- 
tising and  you  put  out  certain  circulars,  is  that 
correct,  to  the  trade?  A.     Yes. 

Q.  Showing  you  Exhibits  O,  P,  R,  S  and  Q,  for 
Identification,  I  ask  you  if  those  are  the  types  that 
are  representative  of  the  advertising  material  you 
put  out?  [91] 

A.  Yes,  those  represent  the  types  that  I  usually 
distributed. 

Q.  And  you  recognize  these  as  having  been  pub- 
lished by  you? 

A.     Yes,  I  think  they  are  all  put  out  by  me. 

Q.     You  are  sure  of  that,  aren't  you? 

A.  Yes,  these  are  all  put  out  by  me,  circulars 
that  I  published. 

Mr.  Johnston:  If  your  Honor  please,  I  would 
like  to  call  your  attention  to  the  circumstances  of 
these  various  circulars  marked  for  identification  as 
Exhibits  showing  that  these  products  are  suitable 
for  sale  in  the  stores.  The  reverse  side  of  that  one, 
for  example,  shows  that  the  travel-aid  unit  is  in 
the  word,  they  are  "packages  for  resale  by  stores, 
])orfect  and  popular  item-^  if  displayed  for  sale  to 
tlu?    travelling    public".      Substantially    the    same 
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statement  appears  on  these  other  publications  which 
are  shown  to  have  been  issued  during  the  period 
from  1939  to  1945. 

The  Court:    What  dates,  did  you  say? 

Mr.  Johnston:  They  are  not  all  dated,  but  there 
are  the  dates  1939  and  1942  on  them. 

T  will  offer  these  in  evidence. 

The  Court:     Very  well, 

(The  circulaT*s  in  question,  previously 
niarked  as  Defendant's  Exhibits  O,  P,  R,  S  and 
Q  for  Identification,  were  thereupon  received 
in  evidence.) 

Q.  (By  Mr.  Johnston)  :  You  testified,  I  bclirve, 
Mr.  Dunnell,  [92]  that  you  first  u^^ed  the  luoduct 
Safe  Way  Toilet  Seat  Covers  in  October,  1933 « 

A.  That  was  when  I  first  adopted  and  used  the 
name. 

Q.  In  fact,  at  that  time  you  were  employed  as 
the  representative  on  the  Pacific  Coast  of  Morton 
Manufacturing  Company,  were  you  not? 

A.     No,  I  was  in  business  for  myself. 

Q.  Pnor  to  that  time,  before  you  origina'ol 
that  ])roduct,  you  had  a  product  known  as  **Sani- 
Gard". 

Q.     For  Morton  Manufacturing  account? 

A.  I  was  an  independent  operator  buying  and 
selling  on  my  own  account. 

Mr.  Johnston:  I  ask  this  contract  be  marked  for 
identification. 
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(The  contract  in  question  was  thereupon 
marked  Defendant's  Exhibit  T  for  Identifica- 
tion.) 

Q.  (By  Mr.  Johnston)  :  Showing  you  Exhibit 
T  for  Identification,  I  ask  you  if  that  is  your  signa- 
ture at  the  end  of  it? 

A.     Yes,  I  believe  this  is  my  signature. 

Q.  That  is  the  contract,  is  it  not,  under  which 
you  were  distributing  Sani-Gard  covers'? 

A.  No,  we  never  carried  out  the  provisions  in 
this  contract  as  set  out  in  this  contract.  This  pro- 
vided that  I  would  sell  this  product,  the  product 
put  out  by  the  Morton  Manufacturing  Company 
under  the  name  "'Sani-Gard"  as  their  product,  tak- 
ing [93]  orders  for  them.  That  arrangement  was 
not  feasible  at  all.  It  developed  that  it  was  not  a 
satisfactory  way  to  do  that,  so  I  never  did  take 
any  orders  in  the  name  of  Morton  Manufacturing 
Company  as  this  contract  sets  out. 

Q.  You  did,  however,  pay  the  Morton  Company 
for  the  use  of  its  product,  did  you  not? 

A.  No,  I  bought  it  from  the  Morton  Company 
and  sold  it  on  my  own  account. 

Q.  But  you  made  to  the  Morton  Manufacturing 
Company  payment  for  each  item  you  sold,  on  the 
merchandise  f 

A.  That  I  bought  from  them.  Later  there  was 
a  different  arrangement. 

Mr.  Johnston:  I  will  offer  this  contract  in  evi- 
dence. 
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The  Court:    What  is  the  relevancy  of  this? 

Mr.  Westall:  It  is  incompetent,  irrelevant  and 
iiviniaterial,  if  your  Honor  please. 

Mr.  Johnston:  I  am  trying  to  show  he  was 
actually  representing  Morton  Manufacturing  Com- 
pany at  tliis  time  wlien  he  claims  he  adopted  and 
used  this  name  "Safe  Way". 

The  Court:     What  difference  does  it  make? 

^h\  Johnston :  In  order  to  be  entitled  to  a  regis- 
tration  of  tlu>  iiaine  "Safe  Way"  he  must  be  the 
owner  and  not  using  it  for  somebody  else.  Actually 
tliis  very  same  i^roduct  was  rec^istered  at  about  that 
time  by  the  INIorton  ^Manufacturing  Company  under 
the  Federal  Trademark  Act.  That  registration  was 
for  [9i]  registration  of  the  cabinets,  as  T  will  show 
your  Honoi"  in  a  minute. 

The  Court :    Whose  registration  is  it  ? 

j\Ir.  Johnston:  Morton  IManufacturing  Company 
of  Chicago,  who  I  said  this  man  represented,  and 
he  was  simply  rei)resenting  them  and  has  rep- 
resented them  in  his  handling  of  tl-e  "Safe  Way" 
])roduct.  Whatever  claim  he  lias  is  theirs  and 
nothing  else,  and  this  entire  claim  of  his  is  based 
on  fiction. 

The  Court:  You  mean  this  artic-e.  this  toilet 
seat  cover,  was  put  out  by  this  firm  in  the  east  under 
a  different  name  and  then  he  sold  it  under  that 
name,  and  he  is  now  selling  it  under  the  name  of 
"Safe  Way"? 

Mr.  Johnston:  Yes,  now  with  a  new  name.  The 
name  was  originated  by  him  as  their  representative. 
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The  Court:    What  is  the  name  of  this  concern? 

Mr.  Johnston:  The  Morton  Manufacturing 
Company. 

The  Court:  Did  that  appear  in  the  proceeding 
in  the  Patent  Office? 

Mr.  Johnston:  Apparently  they  haven't  opposed 
it,  as  far  as  I  know.  There  is  in  evidence  and  I 
would  like  to  call  your  Honor's  attention  to  the 
registration  of  the  name  in  favor  of  the  Morton 
Manufacturing  Company  for  these  toilet  seat  cover 
dispensing  cabinets. 

The  Court :  Do  you  assert  that  you  are  entitled 
in  this  [95]  proceeding  in  this  matter  to  make  a 
claim  of  what  someone  else  is  entitled  to  ? 

Mr.  Johnston:  I  think  I  am  entitled  to  show 
anything  which  prevents  the  name  being  register- 
able  to  this  man.  In  other  words,  they  are  asking 
this  Court  to  make  an  order  on  the  Patent  Office 
to  register  this  name. 

The  Court:  Did  the  Patent  Office  deny  tliis  ap- 
plication on  the  gi-ounds  that  someone  else  other 
than  the  plaintiff  was  the  one  who  was  entitled  to 
this? 

Mr.  Johnston:  So  far  as  I  know,  this  matter 
was  not  called  to  their  attention  and  their  decision 
was  based  solely  upon  the  name  with  which  your 
Honor  is  familiar. 

Mr.  Westall:  Mr.  Dunnell  adopted  that  name 
and  used  it.  We  have  many  letters  and  we  still 
have  letters  in  the  file  where  Morton  Manufacturing 
Company  agreed  to  make  the  cabinet  for  him  and 
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congratulated  him  on  the  selection  of  the  name  and 
his  advertising  and  talked  about  the  work  that  was 
being  done  for  tliem  and  work  the}'  were  doing  for 
liim  on  the  Safe  Way  covers.  Then,  without  his 
knowledge,  as  he  testified  on  the  deposition  and  will 
testify  now,  tliey  applied  for  and  registered  that  for 
cabinets  which  they  made  for  him  and  under  his 
order  after  he  adopted  the  name  and  after  he  asked 
them  to  hurry  uj)  with  tlio  cabinets  and  fill  his 
orders,  which  they  had  no  riglit  to  do. 

The  Court:  Ts  the  tradciiini-k  claim  for  use  on 
the  f'abinets?  [9()] 

Mr.  Westall :  On  tlie  covers  aiul  not  th.c  cabinets, 
nets. 

The  Tourt :  That  was  denied  l)y  the  Patent 
Office? 

Mr.  Westall:  Yes,  lie  was  aj)plying  for  tr^ule- 
mark  on  the  covers  only  and  not  tlie  cabinets  and 
that  doesn't  have  an}i;hing  to  do  with  the  case. 
Naturally,  not  being  applied  for.  they  didn't  assign 
that  registration  against  him. 

The  Court:  I  woidd  like  to  see  the  application 
for  the  trademark. 

Mr.  Westall:     It  is  Exhibit  1. 

Mr.  Johnston:  It  was  Exhibit  I^  in  the  first 
exhibit. 

Mr.  Westall:  It  is  Exhibit  1  here  in  evidence 
now. 

The  Court:  Yes,  it  is  Exhibit  1  here.  This  ap- 
plication does  not  have  anything  to  do  with  any 
cabinets,  Counsel. 


Warren  W.  Bunnell  149 

(Testimony  of  Warren  W.  r'nnnell.) 

Mr.  Johnston:  Yonr  Honor,  may  I  call  your 
attention  to  the  cabinet  included  in  the  deposition 
papers?  This  isn't  in  evidence  yet,  but  this  is  the 
way  Mr.  Dimnell  dispenses  his  product.  He  places 
this  cabinet  with  the  name  "Safe  Way"  written  on 
it  in  the  rest  room  behind  the  toilet. 

The  Court:  But  Counsel,  irrespective  of  tlipt, 
the  only  matter  before  this  Court  is  the  action  of 
the  Commissioner  upon  this  patent  application. 
This  application  as  I  read  it  is  for  the  use  of  this 
trademark  on  toilet  seat  covers. 

Mr.  Johnston :  He  does  not  use  it  on  the  covers. 
This  is  the  way  he  uses  it 

The  Court:  You  say  it  is  a  trademark  granted 
to  the  [97]  Morton  Manufacturing  Company  for 
that  use.  Did  you  file  an  intervention  proceeding  to 
tlie  Morton  Manufacturing  Company  when  they 
applied  for  that  trademark? 

Mr.  Johnston:  We  didn't  know  about  it  at  that 
time. 

The  Court:  So  they  have  an  existing  trademark 
for  use  on  the  cabinets. 

Mr.  Johnston :  As  shown  by  the  evidence.  What 
I  am  showing,  or  attemjjting  to  show,  is  that  Mr. 
Bunnell  does  not  own  this  claim  that  he  is  making 
that  everything  he  did  was  as  the  representative 
of  Morton  Manufacturing  Company.  That  is  shown 
in  part  by  the  contract  I  have  just  offered.  It  is 
shown  in  part  by  Morton's  registration  and  supple- 
mented by  the  way  he  actually  uses  the  name. 

Mr.  Westall:     You  must  remember  in  the  first 
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place  it  has  not  anything  to  do  with  the  ease.  In 
th.e  second  place  the  registration  by  Morton  was 
wiu^oiit  liis  knowledge  and  he  had  adopted  the  title 
to  the  name  and  trademark  as  it  applied  to  con- 
tainers. 

The  Court:  Counsel,  it  isn't  clear  to  me  how 
you  can  complain  if  the  plaintiff  in  this  case  in- 
ii-ingod  on  a  trademark  of  the  Moi-ton  Manufac- 
turing Company.  What  concern  have  you  on  that? 
All  that  you  can  comi)lain  about  is  whether  or  ]ii>t 
this  application  should  or  should  not  have  been 
granted  by  the  Patent  Office  for  use  of  this  name 
on  the  seat  covers.  If  the  jdaintifP  uses  the  cabi- 
nets that  have  this  [98]  trademark  on  them  and 
u}>on  v.hicli  somebody  else  has  been  granted  a  trade- 
mark, what  is  your  interest  in  that  matter? 

Mr.  Johnston:  He  has  alleged  in  his  complaint 
that  he  in  effect  owns  this  by  prior  adoption  and 
use.  What  I  am  trying  to  show  is  that  he  didn't 
adopt  and  use  it  for  himself,  that  he  did  so  simply 
as  the  representative  of  another  person. 

Mr.  Westall :  That  is  not  true  and  if  he  asked 
tiie  question  he  will  explain  that  fully. 

The  Court:  On  May  9,  1942,  when  this  applica- 
tion was  filed,  you  say  he  was  acting  in  filing  that 
application  for  someone  else? 

Iklr.  Johnston :  No,  he  was  unquestionably  acting 
for  himself,  but  the  allegation  in  that  application 
and  in  the  complaint  in  this  case  that  he  adopted 
and  used  and  owns  the  name  is  not  true  and  I  am 
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trying  to  disprove  that.    I  think  that  allegation  is 
not  warranted. 

The  Court :  You  are  presenting  evidence  to  show 
that  the  plaintiff  did  not  adopt  and  did  not  use 
the  trademark  "Safe  Way"  on  toilet  seat  covers? 

Mr.  Johnston :  He  was  simply  acting  as  the  rep- 
resentative of  another. 

The  Court:  I  think  you  should  be  permitted  to 
show  he  was  acting  in  the  representative  capacity 
for  someone  else  when  he  did  that.     [99] 

Mr.  Johnston:  Thank  you,  your  Honor.  I  will 
proceed,  if  I  may. 

The  Court:  You  had  me  confused,  because  I 
don't  see  the  connection  with  this  to  the  trademark. 

Mr.  Johnston:  I  shouldn't  have  brought  that  up 
at  this  time.  Mj  only  point  was  this,  that  the  fact 
that  these  other  people  have  it  is  in  further  support 
that  he  was  not  acting  for  himself. 

The  Court :  Have  you  anybody  from  that  com- 
pany here  to  testify? 

Mr.  Westall :  He  could  have  taken  depositions  if 
he  wanted. 

Mr.  Johnston :  I  have  offered  this  contract  dated 
May  2,  1932,  which  in  terms  covers  the  period  from 
May  2,  1932,  to  the  same  date  in  1934,  between  the 
Morton  Manufacturing  Company  and  Warren  W. 
Bunnell,  covering  his  representation  of  them  out 
here. 

The  Court :     It  may  be  marked  in  evidence. 
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(The  document  which  was  previously  marked 
Defendant's  Exhibit  T  For  Identification  was 
thereupon  received  in  evidence.) 

Mr.  Johnston:  It  is  your  contention  you  origi- 
nated the  name  "Safe  Way"  October  25  or  Octo- 
ber 28,  1933,  is  that  correct? 

A.  That  is  the  first  time  I  wrote  to  the  Morton 
Manufacturing  [100]  Company  about  it,  yes. 

(Tlic  letter  in  (|U('stiuii,  dated  October  26, 
1933,  was  thereupon  marked  Defendant's  Ex- 
hibit I'  For  Identification.) 

Q.  (By  Mr.  Johnston):  I  hand  you  a  letter 
dated  Octol)er  26,  1933.  marked  for  identification 
as  Defendant's  Exhibit  U,  and  ask  3'ou  if  you  wrote 
that  letter  and  if  that  is  your  signature  at  the  end 
of  it. 

The  Court :  Counsel,  of  course  I  am  not  sure,  as 
I  have  never  had  a  case  of  this  kind  before,  but  I  am 
not  sure  but  what  a  matter  of  evidence  of  this  na- 
ture should  not  be  re-referred  to  the  Patent  Of- 
fice for  consideration.  You  are  raising  matters  that 
were  not  ])resented  to  the  Patent  Office  at  all  that 
are  entirely  different  issues  than  IIkiso  on  whirli  tl;o 
Patent  Office  decided  the  .matter.  While  it  is  true 
that  the  plaintiff  may  bring  this  de  novo  action  un- 
der the  statute,  I  am  wondering  whether  or  not  it 
would  be  proper  for  the  Court  to  consider  in  this 
proceeding  this  i>atent  phase  of  the  matter  that  you 
are  now  presenting,  whether  it  would  not  be  barred 
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by  reason  of  the  fact  that  it  was  not  presented  in 
the  Patent  Office.  It  is  a  point  that  I  don't  know 
whether  has  been  considered  with  other  points  or 
not,  or  whether  I  have  given  consideration  to  it  or 
not.  I  want  to  hear  evidence  material  to  the  case, 
but  I  am  wondering  whether  in  proper  equitable 
proceeding  here  that  you  can  be  permitted  to  sub- 
mit a  case  to  the  Patent  Office  on  the  use  [101]  of 
this  name  on  the  so-called  "name  theory"  and  then 
when  the  fni'tlier  proceeding  is  taken  whether  it 
be  by  way  of  ap])eal  to  the  Court  of  Custom  and 
Patent  Appeals  or  to  the  proceeding  that  you  can 
introduce  an  entirely  new  issue.  It  does  not  give 
the  others  an  opportunity  to  meet  that. 

Mr.  Johnston  :  The  statute  specifically  states  that 
additional  evidence  may  be  taken.  Now,  as  I  think 
Counsel  and  I  agreed  in  our  statements  to  the  Court 
yesterday,  in  part  this  is  an  appeal  from  the  Pat- 
ent Commissioner.  In  other  words,  you  are  asked 
in  this  proceeding  to  reverse  his  determination. 
However,  as  T  have  just  stated,  the  statute  permits 
the  submission  of  additional  evidence.  So  for  that 
first  reason,  that  the  statute  does  permit  the  submis- 
sion of  additional  testimony  T  think  this  is  proper ; 
and  for  the  second  reason  that  an  Appellate  Court 
will,  if  the  record  supports  it,  sustain  a  judgment 
by  a  lower  court,  and  you  are  the  Appellate  Court 
in  this  case,  and  the  Patent  Office  is  in  effect  the 
lower  court.  If  in  effect  the  lower  court,  the  Patent 
Office,  acted  correctly,  its  decision  will  be  sustained 
by  your  Honor.    So  if  in  fact  it  appears  from  the 
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record  which  is  now  made  before  this  Court  tliat  he 
did  not  adopt  and  use  it  and  does  not  own  it,  then 
it  would  certainly  be  proper  to  affirm  the  lower 
court,  the  Patent  Office,  even  thoucjh  you  would  dis- 
agree Avith  its  decision  on  the  main  clause. 

The  Court :  Your  argument  I  think  is  sound 
enough  in  a  [102]  f^eueral  way,  but  it  would  seem 
to  me  offliand  when  you  s])eak  about  additional  eAi- 
donce  that  the  statute  is  referrins:  to  additional  evi- 
dence in  the  same  issues  that  were  presented.  I 
don't  know  liow  ?nuch  the  plaintiff  was  advised  of 
this,  but  you  misilit  be  taking-  the  plaintiff  completely 
by  surprise  and  the  whcde  theory  of  a  man  having 
an  op})ortmiity  on  each  side  to  be  able  to  meet  the 
issues  that  are  to  be  decided  In*  the  Court  would  be 
set  at  naught.  Don't  you  think  that  when  thei-e 
is  reference  made  to  additional  evidence  that  that 
means  additional  evidence  concerning  the  same 
matters  ? 

Mr.  Westall :  If  the  Court  please.  Counsel  took 
a  dejiosition  which  he  filed,  but  he  didn't  offer  it  in 
evidence,  of  Mr.  Dunnell.  He  had  him  ])roduce 
everything  and  those  things  he  did  ont  have,  he 
proved  by  secondary  evidence.  Now,  in  that  depo- 
sition there  were  a  iiumber  of  letters  and  corre- 
s]iondence.  We  still  have  them.  We  have  them  in 
evidence  here  and  even  in  the  original  evidence 
taken  by  the  Patent  Office,  such  letters  were  put  in 
evidence. 
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The  Court :  Let  me  interrupt  you,  Counsel.  Are 
you  prepared  to  meet  this  issue  ? 

Mr.  Westall :     Oh,  yes,  we  have  already  met  it. 

The  Court :  Then  I  see  no  harm  going  into  this. 
Proceed,  Counsel. 

Q.  (By  Mr.  Johnston) :  Is  that  your  signa- 
ture? A.     Yes.  [103] 

Q.     Was  that  letter  written  by  you? 

A.     It  was. 

Mr.  Johnston :     I  will  offer  that  in  evidence. 

Mr.  Westall:     No  objection. 

(The  document  previously  marked  Defend- 
ant's Exhibit  U  For  Identification,  was  there- 
upon received  in  evidence.) 

I\Ir.  Johnston :  This  is  the  letter  written  by  Mr. 
Dunnell  on  October  25,  1933,  just  about  the  identical 
date  on  which  he  alleges  he  adopted  and  used  this 
name. 

The  Court :     Who  is  that  letter  written  to  ? 

Mr.  Johnston :  That  letter  is  written  to  the  Con- 
solidated Cover  Comjiany  in  San  Francisco. 

Q.  You  make,  in  addition  to  ''Safe  Way"  a 
product  known  as  ''Slide-Away?"  A.     Yes. 

Q.     And  another  one  known  as  "Protex,"  is  it? 

A.     That's  right. 

(Sample  of  cabinet  and  covers  sold  by  plain- 
tiff was  marked  Defendant's  Exhibit  V  For 
Identification.) 

Q.     (By  Mr.  Johnston) :     Handing  you  Exhibit 
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V  For  Identification,  I  ask  you  if  this  is  an  exam- 
pi?  of  the  cabinet  and  covers  sold  by  you  under  the 
name  "Safe  Way."  A.     That's  correct. 

Q.  And  the  cardboard  and  carton  in  which  you 
packed  them?  A.     That's  correct.  [104] 

Q.  And  it  is  true,  is  it  not,  that  the  name  ''Safe 
AVay"  does  not  a])peav  on  the  cover? 

A.  The  tissue  paper  cover  itself  doesn't  have 
it  on. 

Q.  And  this  cabinet  is  installed  in  the  rest  rooms 
beliiud  each  toilet  unit,  is  that  correct? 

A.  Not  only  behind  each  toilet  unit;  sometimes 
it  is  on  the  door  or  outside  of  the  stall,  but  generally 
speaking,  it  is  behind  each  toilet  unit, 

Q.  And  tlic  name  "Sani-Gard  Company"  does 
not  ap])ear  on  this  cabinet  ? 

A.     The  usual  practice  of  my 

Q.     Will  you  just  answer  the  question  yes  or  no? 

The  (^ourt:     Well,  that  is  self-evident. 

Q.  (By  Mr.  Johnston)  :  The  ouly  name  that  ap- 
pears to  the  public  is  the  name  "Safe  Way,"  is  that 
correct?  A.     That's  correct. 

Mr.  Johnston:     I  will  offer  this  in  evidence. 

The  Court:     Tt  may  be  admitted. 

(Thereupon  Defendant's  Exhibit  V,  having- 
been  previously  marked  For  Identification,  was 
received  in  evidence.) 

Mr.  Johnston :  I  think  that  is  all.  Your  Honor,  I 
have  just  one  more  witness. 

The  Court:  Supi)ose  we  withdraw^  Mr.  Dunnell 
at  this  time  and  you  may  call  your  other  witness, 
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and  Mr.  Westall  can  take  up,  then,  when  Counsel 
has  conchided  with  the  other  [105]  witness. 
Mr.  Johnston:     Very  well,  your  Honor. 

E.  R.   CREBBS 

called  as  a  witness  on  behalf  of  the  defendant,  and 
having  been  first  duly  sworn,  testified  as  follows : 

The   Clerk:     Will   you   state  your  name  to   the 
Court? 
A.     E.  R.  Crebbs. 

Direct  Examination 
By  Mr.  Johnston: 

Q.     What  is  your  address,  Mr.  Crebbs? 

A.     15  Williams  Avenue. 

Q.     San  Francisco?  A.     San  Francisco. 

Q.     What  is  your  business? 

A.     Paper  converters,  toilet  seat  covers. 

Q.     What  is  the  name  of  your  company? 

A.     Consolidated  Cover  Company. 

Q.     What  position  do  you  hold  in  that  company? 

A.     Vice-President  and  General  Manager. 

Q.  How  long  have  you  been  in  the  toilet  paper 
and  seat  cover  business  ?  A.     Since  1933. 

Q.  Could  you  state  to  the  Court  in  general  fig- 
ures what  your  daily  production  of  toilet  seat  cov- 
ers is? 

A.  At  the  present  time  about  one  million  cov- 
ers a  day.  [106] 

Q.     How^  many  days  a  week? 
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A.     Five  days  week. 

Q.     Throughout  the  year? 

A.     Throughout  the  year. 

Q.  With  the  exception  of  the  usual  holidays,  I 
suppose?  A.    Yes. 

Q.  And  each  of  your  covers  normally  in  being 
distributed  to  the  public  passes  through  a  dispens- 
ing unit,  as  T  understand  it  ? 

A.     I'hat's  right. 

Q.     Similar  in  general  to  this  Exhibit  V? 

The  Court:     You  \w.m  it  is  i)ut  out  in  a  cabinet 

form'? 

The  Witness:  Yes,  one  cover  is  in  a  roll  in  a 
metal  cabinet  nnd  another  cover  is  in  a  i)ai)er  dis- 
penser. 

Q.  (By  Mr.  Johnston)  :  Can  you  state  approxi- 
mately how  many  covers  go  through  on  the  average 
dis])enser  per  year? 

A.     Between  eight  and  ten  thousand  covers. 

Q.     A  year?  A.     A  year. 

Q.  How  many  dispensers  in  general  do  you  turn 
out  a  year? 

A.     You  mean  the  metal  dispensers? 

Q.    Yes,  the  cabinets? 

A.     Well,  probably  twenty-five  to  thirty  thousand. 

•Q.  Mr.  Crebbs,  in  your  business  do  you  produce 
these  covers  for  sale  in  stores  ?  [107] 

A.     One  cover,  yes. 

Q.    Have  you  done  that  over  a  period  of  years? 

A.  I  should  correct  that.  We  have  had  a  small 
Travel-Aid   packet   that   goes   back   to   when   this 
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company  started  to  about  1926,  and  another  cover 
we  put  on  about  seven  years  ago  is  also  handled 
as  a  resale  item. 

The  Court:  You  mean  that  is  a  package  of  seat 
covers  that  somebody  can  buy  and  take  with  him,  is 
that  the  point*? 

The  Witness:     Yes. 

Q.  (By  Mr.  Johnston)  :  As  I  imderstand  it, 
that  isn't  a  large  item,  but  it  has  been  a  continu- 
ous item  in  your  business,  is  that  correct  ? 

A.     Yes. 

Q.  Now,  Mr.  Crebbs,  can  you  indicate  to  the 
Court  the  Potentialities  of  this  seat  cover  business, 
whether  the  market  is  pretty  well  supplied  or 
whether  the  field  is  just  beginning? 

A.     It  hasn't  been  touched. 

Q.     Do  you  know  Mr.  Warren  Dunnell  ? 

A.     I  met  Mr.  Dunnell,  yes. 

Q.  As  I  understand  it,  you  put  out  a  product 
named  '* Slip- Away, "  or  you  did  in  the  past? 

A.     We  did  at  one  time. 

Q.  After  you  had  come  out  with  that  product, 
did  he  come  out  with  a  produr-t  imder  a  similar 
name? 

Mr.  Westall :  That  is  entirely  irrelevant  to  this 
case.  [108] 

Mr.  Johnston:  They  have  introduced  their  rep- 
ntation  ;ind  bushiess  practices,  and  we  should  be 
in  a  position  to  meet  it. 

The  Court:  T  think  tliat  is  immaterial.  There 
are  controversies  that  may  have  taken  place  with 
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other  persons,  but  they  are  not  material  here.  I  have 
enough  to  do  to  decide  this  case  without  trying  to 
decide  some  other  case. 

Mr.  Johnston :  I  am  not  going  to  introduce  any 
evidence  of  any  controversy.  Tliis  is  an  mifair  com- 
petition case  in  essence  and  we  are  entitled  to  show 
this  plaintiff  has  been  guilty  of  unfair  com])etition 
in  other  cases  bearing  on  his  re])utation  and  what 
damage  can  be  done  if  he  is  allowed  to  register  and 
use  this  name. 

Tlie  Court:  Then  they  might  go  into  the  fact 
that  Safeway  liad  trouble  with  its  employees  and 
has  labor  troubles  and  somebody  does  not  like  Safe- 
way, £ind  so  forth.  It  could  develop  into  all  kinds 
of  side  issues.  I  don't  think  that  is  an  element  that 
has  anything  to  do  with  this  case.  Somebody  may 
not  like  youi-  client  or  this  gentleman  may  not  like 
the  ]>laintiff  or  thinks  he  has  conducted  himself  in 
the  past  in  an  improper  manner ;  but  what  has  that 
to  do  with  the  basic  question  as  to  whether  or  not 
this  trademark  can  be  registered? 

Mr.  Johnston:     It  shows  potential  injury  to  us. 

The  Court:  How  can  you  be  injured  because 
the  witness  [109]  on  the  stand  may  have  a  complaint 
against  the  plaintiff?  On  the  other  hand,  he  could 
come  along  and  show  that  somebody  has  complaints 
against  the  Safeway.  I  am  not  saying  they  have, 
but  I  point  that  out  to  show  how  we  could  get  into 
lots  of  side  issues  here. 

Suppose  you  state  what  you  want  to  show. 

Mr.  Johnston:    We  propose  to  prove  and  offer 
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to  prove  that  shortly  after,  or  at  some  time  after 
the  Consolidated  Cover  Company  with  which  Mr. 
Crebbs  is  comiected  put  on  the  market  and  had  on 
the  market  its  product  known  as  ** Slip-Away"  Seat 
Covers.  Mr.  Bunnell  came  out  with  his  *'Slide- 
Awa}^"  Covers;  that  this  cover  was  veiy  similar  to 
the  ''Slip-Away"  Cover  produced  by  Mr.  Crebbs' 
concern,  that  w^hen  Mr.  Crebbs  chans^ed 

The  Court:     You  mean  the  name  was  similar? 

Mr.  Johnston:  I  think  that  speaks  for  itself, 
but  it  was  similar  in  appearance  also,  and  when  Mr. 
Crebbs  of  the  Consolidated  Cover  Company  changed 
the  structure  of  a  portion  of  his  product,  namely, 
the  roller  on  which  it  was  fixed,  a  similar  chan.ge 
was  made  in  ''Slide- Away,"  and  when  he  changed 
the  color  of  that  roll,  a  similar  change  was  made  in 
"Slide-Away";  and  when  Mr.  Crebbs  produced  a 
product  called  "Protecto"  and  Mr.  Bunnell  came 
out  with  a  product  known  as  "Protex." 

The  Court:  Counsel,  it  was  stated  to  me  that 
the  [110]  plaintiff  has  a  patent  for  this  seat  cover. 
Am  I  correct  about  that*? 

Mr.  Johnston:     Yes,  that  was  stated  to  you. 

The  Court:     Is  there  any  dispute  about  that? 

INIr.   Westall:     No,  it  is  in   evidence. 

]\Ir.  Jolmston :  I  think  we  can  concede  that,  your 
Honor.  However,  wholly  apart  from  that,  even  if 
it  Avere  patented,  it  would  not  be  proper  or  possible 
for  Mr.  Bunnell  to  copy  Mr.  Crebbs'  product  in 
various  other  particulars. 

The  Court:     But  he  has  filed  an  application  to 
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put  on  toilet  seat  covers  the  name  "Safe  Way"  and 
he  has  a  patent  for  tliose  seat  covers.  Wliat  concern 
is  it  of  mine  to  inquire  into  controversies  that  may 
have  existed  between  the  plaintiff  and  the  witness 
on  the  stand  or  his  company  in  other  matters?  I 
am  not  deciding?  the  reputations  of  the  parties  here, 
am  I? 

Mr.  Johnston:  I  think  your  Honor  has  to  con- 
sider the  damage  that  may  occur  to  us  because  of 
his  business  practices. 

Tlie  Coint :  T>ecanse  of  some  other  actions  on  his 
part? 

Mr.  Johnston:  Simply  because  of  his  business 
practices. 

The  Court:  I  hold  that  is  immaterial  to  ihis 
case.  You  made  youi*  offer  of  proof  and  onr  dis- 
cussion indicates  your  purj)ose  and  I  hold  it  is  in- 
competent, irrelevant  and  immaterial.  [Ill] 

Mr.  Johnston:     You  may  cross-examine. 

The  Court:  Are  there  any  questions  you  wish 
to  ask? 

Mr.  Westall:     Just  one  or  two  questions. 
Cross-Examination 
By  Mr.  Westall : 

Q.  You  have  been  a  competitor  of  Mr.  Bunnell, 
•  haven't  you,  for  a  good  many  years'? 

A.     I  couldn't  hear  you. 

Q.  You  have  been  a  competitor  of  Mr.  Bunnell 
for  several  years,  haven't  you?  A.     Yes. 

Q.     How  many  years? 
,     A.     We  went  in  in  1933  and  I  think  Mr.  Bumiell 
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was  in  in  1932.   Onr  cover  has  been  made  since  1926. 

Q.     Could   you   sa.y  what  your  annual   sales   of. 
toilet  seat  covers  were  in  the  year  1946? 

A.  Is  that  necessary  that  I  give  our  sales  infor- 
mation? 

Q.     You  already  told  how  many  you  make, 

Mr.  Johnston:     It  is  simply  for  the  purpose  of 
showing-  the  relevant  size  of  Mr.   Dunnell  in  the  : 
business  and  it  doesn't  seem  necessary  to  go  into 
figures. 

The  Court :  You  are  making  the  same  error  that 
I  held  to  be  the  situation  in  the  case  of  your  oppo- 
nent. I  don't  want  to  hear  about  any  controversies 
between  the  plaintiff  and  this  company. 

Mr.  Westall:  I  was  only  cross-examining  on  his 
own  [112]  testimony  that  he  has  already  made  as  to 
his  amount  of  covers  made  and  I  want  to  check  that 
by  a  few  additional  questions,  is  all. 

The  Court :  Can  you  give  us  the  volume  of  sales 
without  dollars?  Is  that  a  matter  you  feel  free  to 
disclose? 

Mr.  Johnston:  That  is,  the  number  of  covers, 
your  Honor  means? 

The  Court:  How  man}^  do  you  sell?  How  do 
your  Kales  in  normal  compare  with  production? 

Tlie  Witness:  Very  good;  roughly,  twenty-four 
to  twenty-five  million  a  month.  That  runs  quite 
regularly  straight  through  each  month. 

The  Court:     In  volume  of  sales? 

Q.  (By  Mr.  Westall)  :  Are  you  still  answering 
the  f.ame  question  as  to  1940? 
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A.  T  couldn't  answer  that  without  looking  at 
my  records.  I  would  say  offhand  it  was  practically 
the  same  as  1946,  but  I  would  have  to  check  that. 

Q.  Have  you  stated  the  number  of  covers  that 
you  sell  approximately  a  year — in  1946,  say. 

The  Court:     He  said  twenty-five  million, 

Q.  (By  Mr.  Westall) :  That  represents  how 
many  tons  of  tissue  ])aper  made  into  toilet  seat 
covers  ? 

Mr.  Johnston :  If  I  am  not  mistaken,  the  evi- 
dence was  a  month  and  not  a  year,  just  to  make 
this  correct.  [113] 

Q.  (By  Mr.  Westall):  Was  it  tweiitv-five  mil- 
lion a  month  you  make? 

A.     Twenty-five  million  a  month,  correct. 

Q.  How  many  tons  of  tissue  paper  does  that 
number  of  seat  covers  represent? 

A.     Is  that  necessary  to  go  into  the  paper  end? 

The  Court:    What  is  the  materiality  of  this? 

Mr.  Wei5tall :  I  want  to  check  whether  these  fig- 
ures are  correct  as  to  so  many  tons  of  tissue  paper. 

The  Court:  What  differonoo  does  it  make?  I 
don't  care  whether  this  man  makes  twenty-five  mil- 
lion or  five  million.  That  isn't  an  issue  in  this  case. 

Mr,  Westall:     I  think  that  is  all,  your  Honor. 

Mr.  Johnston:     No  further  questions. 

The  Court:  We  will  recess  this  case  until  two 
o'clock  this  afternoon,  gentlemen. 

(Thereupon    a    recess   was   taken    until    two 
o'clock  p,m.)  [114] 
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Afternoon  Session,  Thursday,  March  13,  1947 
2:00  P.M. 

WARREN  W.  BUNNELL 

recalled  as  a  witness  on  behalf  of  tlio  defendant; 
previously  sworn  : 

Cross-Examination 
By  Mr.  Westall : 

Q.  What  were  your  business  relations  with  Mor- 
ton Manufacturing  Company  at  the  time  of  your 
adoption  and  first  use  of  the  trademark  ''Safe 
Way"  as  applied  to  toilet  seat  covers? 

A.  I  had  an  arrangement  with  the  Morton  Man- 
ufacturing company  whereby  I  sold  a  paper  toilet, 
seat  cover  that  they  manufactured  as  well  as  dis- 
pensing cabinets.  That  was  in  the  nature  of  an  ar- 
rangement whereby  they  gave  me  the  exclusive  sales 
representation  in  the  State  of  California.  The  agree- 
ment was  that  they  would  sell  to  no  one  else  in  that 
territory. 

Q.  You  were  not  acting  as  their  agent  in  tak- 
ing orders  in  their  name? 

A.  No,  although  the  contract  that  was  put  in  evi- 
dence says  something  to  that  effect,  that  arrange- 
ment was  never  carried  out.  In  other  words,  the 
manner  in  which  they  proposed  that  I  carry  on 
thnt  business  was  not  satisfactory  in  this  particu- 
lar territory.  So  we  never  carried  it  out  in  that 
way,  and  we  did  carry  on  business  on  the  basis  that 
I  as  an  [115]  independent  contractor  buying  mer- 
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chandise  from  them,  paying  for  it  and  reselling  it 

at  prices  wliicli  I  established. 

Q.  Did  the  Morton  Manufacturing  Company  at 
any  time  suggest  to  you  the  adoption  and  use  of 
the  trademark  ''Safe  Way"  as  applied  to  toilet  seat 
covers?  A.     No,  they  never  did. 

Q.  Will  you  ex|)lain,  please,  briefly  the  circum- 
stances of  your  adoption  and  iirst  use  of  the  trade 
mark  "Safe  Way"  as  so  ap])lied  with  relation  to 
tlie  Morton  Manufacturing  Company? 

A.  Along  in  the  latter  part  of  1933  the  Morton 
Company  had  a  toilet  seat  cover  wliifli  they  were 
j)roposing  to  put  on  the  market  under  the  trade 
name  of  "Kleen-Seat."  They  sent  me  samples  of 
that  particular  product,  both  as  to  respective  paper 
covers  and  dispensing  cabinets,  and  from  my  ex- 
jiorience  in  the  seat  cover  business  up  to  that  time 
and  my  experience  with  the  "Sani-Gard"  cover 
which  I  had  started  to  first  sell.  I  could  readily  see 
that  this  cover  which  they  were  going  to  attempt  to 
market  under  this  trade  name  "Kleen-Seat"  was 
not  satisfactory,  both  with  respect  to  the  paper  toilet 
seat  cover  or  with  respect  to  the  dispensing  cabi- 
net; and  also  witli  res])ect  to  the  trade  name  that 
they  had  decided  to  use.  So  I  wrote  to  them  to  that 
effect  saying  that  I  did  not  feel  that  the  cover  that 
they  had  designed  was  satisfactory.  I  don't  feel 
that  the  dispensing  cabinet  that  they  had  [116]  sub- 
mitted as  a  sample  was  satisfactory^  and  I  was  not  at 
all  satisfied  with  the  trade  name  "Kleen-Seat" 

Mr.  Johnston :     Excuse  me,  your  Honor,  I  don 't 
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want  to  slow  np  this  thing,  but  if  the  witness  can 

refer  to  written  documents  that  would  be  the  best 

evidence. 

The  Court :  Yes,  if  you  are  intending  to  put  the 
letter  in,  you  may  do  that  as  that  is  the  best  evi- 
dence, but  if  you  are  going  to  have  the  witness  give 
an  account  of  his  relations  with  this  company,  it 
shouldn't  consist  of  what  he  thought  unless  the 
documents  are  offered.  So  I  will  strike  that  part 
of  the  testimony  as  to  what  he  thought. 

Mr.  Westall:     Yes,  your  Honor, 

Q.  Let  me  ask  you  this :  Did  you  have  a  carbon 
copy  of  the  original  letter  you  wrote  to  them  at  that 
time  that  you  last  referred  tof 

A.     Yes,  I  believe  I  have. 

Q.     Where  is  if? 

A.     I  believe  it  is  in  evidence. 

The  Court :  If  it  is  in  evidence  you  can  refer  to 
it  and  that  will  save  time, 

Mr.  Johnston:  If  it  is  in  evidence  it  s})eaks  for 
itself, 

Mr.  Westall:  Yes,  but  we  want  to  know  what 
it  is. 

The  Court:  Is  this  the  letter  you  are  referring 
to,  tliat  your  Counsel  has  just  handed  you? 

The  Witness:     That  is  correct,  yes,  sir.  [117] 

The  Court:     Let  me  see  the  letter. 

Mr.  Westall :  There  are  only  certain  parts  of 
it  that  are  pertinent. 

Tlie  Court:  Go  on  with  your  examination.  I 
think  the  question  was  that  he  was  requested  to 
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state  the  circumstances  under  which  he  adopted  the 

name  ''Safe  Way." 

Mr.  Westall:     Yes. 

The  Court:     Had  you  completed  your  answer? 

The  Witness:  No,  I  had  not  completed  my  an- 
swer. 

The  Court :  Go  ahead  and  complete  your  answer, 
then. 

The  Witness:  So,  as  a  result  of  my  objections  I 
sent  proposals  in  my  correspondence  tliat  I  much 
preferred  to  use  another  trade  name.  I  preferred 
to  redesip:n  the  type  of  cover  and  dis])cnsin^  cabi- 
net and  as  a  result  of  that  I  sent  them  orders  for 
a  new  type  of  dispensing  cabinet  which  T  called — 
asked  them  to  label  with  the  trade  name  "Safe 
Way."  I  also  siii^g'ested  a  chanp:e  in  the  manner  of 
making  the  toilet  seat  covers  which  they  had  sub- 
mitted as  samj)les  as  not  beins:  satisfied,  and  asked 
thein  to  be  labeled  "Safe  Way." 

Mr.  Johnston :  Same  objection :  he  is  referring  to 
writiTig!^  ho  made. 

The  Court:     Yes,  1  will  sustain  the  oljjection. 

The  Witness:  I  have  the  orders  I  have  referred 
to  and  they  are  in  evidence. 

"^rhe  Court:  Counsel  can  call  my  attention  to  the 
documents.  [118] 

Mr.  Westall :  I  will  show  you  this.  It  is  already 
in  evidence  and  already  explained.  This  is  the  origi- 
nal order  for  the  first  two  "Safe  Way"  cabinets 
which  he  referred  to.  Here  is  a  letter  that  Morton 
wrote  on  November  20  referring  to  the  order. 
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Mr.  Johnston:     Is  that  in  evidence? 

Mr.  Westall :  Yes,  that  is  in  evidence  as  Dunnell 
Exhibit  H,  which  shows  an  acknowledgment  by  the 
Morton  Manufacturing  Company  of  his  right  to  that 
trademark  and  to  the  cabinets.  I  don't  believe 
Counsel  has  offered  in  evidence  a  deposition  that 
was  taken  of  Mr.  Dunnell  in  Los  Angeles  a  few  days 
ago  on  the  28th  of  February,  and  we  have  here  ad- 
ditional letters.  Counsel  did  not  issue  a  subpoena 
duces  tecum,  but  he  told  us  what  he  wanted  us  to 
give  him,  everything,  and  he  requested  that  at  that 
time  and  if  Counsel  is  not  going  to  put  that  in  evi- 
dence, all  of  which  we  have  given  him,  we  will  offer 
the  deposition  in  evidence. 

The  Court :  Do  you  wish  to  offer  the  exhibits  or 
the  de])osition  ? 

Mr.  Westall:  We  wish  to  offer  the  deposition 
and  the  exhiluts,  together  with  the  letter  that  we 
refer  to. 

The  Court :     Which  letter  is  that ? 

Mr,  Westall :  That  is  another  letter  from  Mor- 
ton Manufacturing  Comj)any  that  Counsel  fished  out 
and  which  is  also  highly  pertinent  along  the  same 
lines.  [119] 

The  Court :  Suppose  you  take  the  letter  you 
have  reference  to  and  offer  it  in  evidence,  if  you 
wish. 

Mr.  Westall :  Yes,  we  can  offer  the  deposition  in 
evidence  if  there  is  no  objection  to  it. 

Mr,  Johnston :     I  have  no  objection. 

Mr.  Westall:     Together  with  the  other  exhibits. 
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Among  other  things  there  is  a  trademark  registra- 
tion in  the  State  of  California  with  the  word  "Safe 
Way"  that  the  apjilicant  got  in  1937  witliout  any 
objection,  and  so  there  are  a  number  of  things 

The  Tourt:  All  right,  let  the  deposition  and  the 
exivibits  l)e  marked  in  evidence. 

Tlie  Clerk:  May  they  be  deemed  in  evidence 
ratlipr  than  marking  them?  We  usually  follow  that 
practice.  They  are  tiled  as  a  ]jart  of  the  exhibit. 

Mr.  Westall:     Yes. 

The  Court :  Yes,  they  may  be  deemed  in  evi- 
dence. 

Q.  (By  Mr.  Westall)  :  Have  you  any  other  let- 
ters relating  to  the  filling  of  your  ordei^s  for  "Safe 
Way"  cabinets? 

A.  Yes,  I  have  some  other  ])hotostatic  copies  of 
letters. 

Q.     Will  you  produce  them? 

A.  Yes,  here  are  thi-ee  photostatic  copies  of 
letters:  one  is  dated  ]May  15,  1934;  another  one, 
June  7,  1934;  and  the  other  is  dated  February  4, 
1935,  all  referring  to  furnishing  me  with  my  "Safe 
Way"  dispensing  cabinets  and  literature.  [120] 

The  Court:     These  are  not  jiart  of  the  record? 

Mr.  Westall:  They  are  not  part  of  the  record 
3'et.  There  are  additional  acknowledgments  of  Mr. 
Dunnell's  right  to  the  trademark.  While  Counsel  is 
examining  the  letters  there  is  one  part  of  the  depo- 
sition that  is  highly  jjertinent  on  the  present 
inquiry. 
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The  Court :  You  'd  better  give  Counsel  an  op^Jor- 
tunity  to  look  at  those  letters. 

Mr.  Westall :  We  perhaps  had  better  have  these 
letters  marked  for  identification  before  we  proceed. 

The  Court:  Are  you  going  to  offer  them  in 
evidence  ? 

Mr.  Westall:     Yes. 

The  Court:     Is  there  any  objection? 

Mr.  Johnston:  I  don't  think  they  are  in  any 
way  relevant  to  the  issues. 

Mr.  Westall:  They  are  highly  relevant,  because 
they  constantly  acknowledge  the  trademark  and  con- 
gratidate  him  on  the  trademark  and  his  advertising, 
and  all  that  sort  of  thing. 

The  Court:     You'd  better  let  me  look  at  them. 

Mr.  Johnston:  I  think  your  Honor  will  see  they 
are  entirely  consistent  with  the  agency  theory  that 
we  have  advanced. 

The  Court :  They  may  be  admitted.  Do  you  wish 
them  marked  separately,  or  as  one  exhibit?  [121] 

Mr.  Westall :  They  can  be  offered  as  one  exhibit, 
I  suppose,  pinned  together. 

(The  photostatic  copies  of  letters  dated  May 
15,  1934,  June  7,  1934,  and  February  4,  1935, 
were  thereupon  received  in  evidence  and 
marked     collectively     as     Plaintiff's     Exhibit 

No.  6.) 

Mr.  Westall:  In  this  deposition  at  the  time  of 
the  reading  and  signing,  after  reading  the  deposi- 
tion the  witness  found  it  necessary  to  make  a  cor- 
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reetion   and   an   explanation.   This   correction   and 

explajiation  is  as  follows: 

''111  connection  with  my  deposition  taken 
February  28,  for  Civil  Action  26,230-G,  I 
should  like  to  make  one  correction,  and  also 
clarify  my  testimony  in  respect  to  my  past 
relationship  in  tlic  seat  cover  business  with  the 
Morton  Manufacturing  Company.  The  correc- 
tion is  at  Line  6  and  7  on  Page  65.  Instead  of 
tliis  answer  reading  as  it  does,  it  should  have 
read : 

"  'No,  my  agreements  that  1  had  had  with 
Morton  were  not  a  royalty  basis'." 

He  says  that  should  have  been,  "No,  my  agree- 
ments I  had  with  M^ortoii  wore  not  royalty,  but  on 
a  territorial  arrangement." 

Then  he  goes  on  and  says,  '*In  order  to  clarify 
my  testimony  particularly  in  regard  to  the  ques- 
tioning beginning  on  the  last  line  of  Page  72,  I 
should  saj^  because  of  your  repeated  [122]  refer- 
ences to  the  word  'royalty',  beginning  at  Page  6 
of  my  deposition  to  Page  72  and  your  usual  cor- 
recting of  it  to  substitute  'sum  of  money'  instead 
of  'royalty'  indicated  very  clearly  that  you  have  the 
impression  that " 

The  Court :     That  is  all  argumentative.  Counsel. 

Mr.  West  all :  It  is  to  a  certain  extent,  but  it  is 
still  his  explanation. 

The  Court:  Well,  it  is  similar  to  what  he  has 
testified  to  here. 
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Mr.  Westall:     It  is  a  little  different. 
The   Court:     I   would   rather  you   complete   the 
testimony  of  the  witness  so  I  can  get  the  facts. 

Mr.  Westall :  I  could  go  over  the  same  thing  by 
questions  and  answers,  but  I  thought  that  this  might 
be  the  easiest  way  to  get  at  it.  However,  we  will 
proceed  as  your  Honor  has  directed. 

The  Court:     It  is  not  a  question  of  my  directing 
70U,  but  it  is  a  little  confusing  to  me  when  vou  refer 
to  these  other  matters.  I  would  rather  have  both 
sides  complete  the  factual  matters  vou  have  to  ask 
of  the  witness,  such  as  these  letters  and  documents. 
Mr.  Westall :     Very  well,  your  Honor. 
Q.     Has    the    Morton    Manufacturing    Company 
ever  at  any  time  protested  to  you  in  anv  way  your 
use  of  the  trademark  -Safe  Way"  for  either  cabi- 
nets or  toilet  seat  covers'?  n23'| 
A.     No,  they  have  not. 
Q.     Did  you  ever  at  any  time  put  out  anv  toilet 

seat  cover  for  resale  in  stores  ?  A.     Yes 

Q.     That  is,  "Did  you"? 
A.     Yes,  I  put  out  a  very  few. 
Q.     When  and  during  what  period  did  you  put 
out  any  toilet  seat  cover  for  resale  in  stores? 

A.  About  ten  years  ago  I  manufactured  a  very 
small  quantity  of  covers  made  up  in  that  way  that 
IS,  for  resale  in  stores  and  have  made  an  attempt 
ever  since  that  time  to  try  and  dispose  of  seat 
covers  in  that  way,  although  I  have  been  unsuc- 
cessful. As  a  matter  of  fact,  I  still  have  a  few  of 
the  covers  I  manufactured  ten  years  ago 
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Q.  Do  you  know  al)Out  how  many  you  manu- 
factured at  that  timef 

A.  A  voTv  small  quantity — maybe  twenty  or 
thirty. 

Q.  Have  you  made  efforts  during  the  last  ten 
years  to  dis])Ose  of  those  covers  to  stores'? 

A.  Yes,  T  liave  made  an  attempt  to  try  and  dis- 
tribute them  that  way. 

Q.     And  with  what  result? 

A.  Witli  ])ractically  no  i-csult  at  all.  They  were 
not  suitable,  a])parently,  for  distribution  in  that 
manner. 

Q.  Can  you  state  wh;\t  has  Itecn  the  latest  at- 
tempt you  have  made  in  your  effort  to  dispose  of 
seat  covers  to  stores?  [124] 

A.  I  made  an  attemi)t  in  tlie  nature  of  writing 
some  letters  to  stores  such  as  Kress  and  AVoolworth 
and  Safeway  Stores  in  1942,  and  those  letters  are 
in  evidence. 

^.ir.  Johnston:  The  witness  covered  all  this  in 
his  testimony  yesterday. 

Mr.  Westall:     That  is  true,  but 

The  Court:     May  I  interrupt,  (^ounsel? 

Q.  When  did  you  tirst  use  the  word  "Safe 
Way"  in  connection  with  the  seat  cover? 

The  Witness:  In  the — the  first  sale  I  made  was 
in  December,  1933.  I  had  used  the  word  prior  to 
that  in  correspondence. 

Q.  Where  and  how  was  that  word  used  in  the 
first  sale  or  sales  that  you  made? 
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A.  It  was  used  in  the  carton  containing  the 
seat  covers  and  on  the  dispensing  cabinet. 

Q.     T3oth?  A.     Both,  yes,  sir. 

Q.     Where  was  the  carton  made,  in  the  east,  too? 

A.     No,  I  had  it  made  in  Los  Angeles. 

Q.  The  carton  was  made  in  Los  Angeles  and 
printed  there"?  A.     Yes. 

Q.  Did  you  call  that  the  dispenser  that  came 
from  tlie  east,  from  the  Morton  Manufacturing 
Company  ? 

A.  That  came  from  the  Morton  Manufacturing 
Company  and  the  [125]  other  cabinet  they  had  made 
especially  for  me  had  tlie  name  '^Safe  Way"  on  it. 

Q.  That  was  the  first  instance  when  you  used 
the  word  "Safe  Way"  in  the  sale  of  seat  covers'? 

A.     That's  right,  sir. 

Q.  (By  Mr.  Westall)  :  The  Court  has  just  re- 
ferred to  "cartons."  Please  state  whether  these 
exhibits  which  are  already  in  evidence  are  the  car- 
tons which  you  refer  to. 

A.  This  document,  Exhibit  N,  is  a  carton  which 
I  use  to  enclose  one  "SafeWay"  dispensing  cabinet. 
This  carton  is  now  Exhibit  O  and  is  a  carton  which 
I  packed  my  "Safe Way"  toilet  seat  covers  in  and 
it  shows  the  number  of  covers  in  the  carton  and 
by  whom  it  is  manufactured. 

Tiie  Court:  So  the  record  will  be  clear,  these 
exhibit  numbers  are  the  exhibit  numbers  in  the 
Commissioner's  record? 

Mr.  Westall:     Yes,  your  Honor. 

Q,     On  all  of  your  cartons  in  which  you  distrib- 
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iitcd  your  product,  did  you  always  have  your  name 
on  there,  "Sani-Gard  Company,"  or  ''Sales  Com- 
pany"? 

A.  ''Sani-Gard  Sales  Company"  when  it  applied 
to  "Safe  Way"  toilet  seat  covers. 

Q.  In  Defendant's  Exhibit  U,  offered  this  morn- 
ing, a  letter  from  Sani-Gard  Sales  Company  over 
your  signature  to  the  Consolidated  Cover  Company 
at  Oakland,  California,  Counsel  read  a  portion  of 
the  letter  to  you.  Now,  will  you  please  [126]  explain 
what  that  means,  if  it  is  not  dear*? 

A.  Tlu'  explanation  of  that  iiart  of  this  letter 
is  that  I  was  the  exclusive  sales  representative  for 
the  Morton  Manufacturing  Company  in  this  terri- 
tory for  the  seat  covers. 

Q.  But  it  doesn't  mention  or  have  anything  to 
do  with  "Safe  Way"  covers! 

A.     No,  this  is  before  the  "Safe  Wny"  covers 

Mr.  Johnston:  I  think  the  letter  speaks  for 
itself,  your  Honor. 

The  Court:     Let  me  see  the  letter. 

&.  (By  Mr.  Westall) :  When  did  you  iirst  hear 
of  the  registration  by  Morton  Manufacturing  Corn- 
l)any  of  the  name  "Safe  Way"  as  applied  to 
cabinets?  A.     It  was  in  1942. 

Q.     Tliat  was  long  after  it  had  been  granted? 

A.     That's  correct. 

Q.  Did  you  know  they  were  going  to  file  such 
an  application  for  registration  for  your  trademark? 

A.     No,  I  did  not. 

Q.     Did  you  at  any  time  prior  to  the  time  last 
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referred  to   authorize   the   Morton   Manufacturing 
Company  to  register  the  trademark  in  their  own 
name?  A.     No,  I  did  not  authorize  them. 

Q.  When  you  discovered  that  they  had  without 
your  knowledge  registered  the  name  as  applied  to 
"Safe  Way"  cabinets,  what  [127]  did  you  do? 

A.  I  wrote  them  a  letter  regarding  the  matter 
and  told  them  I  did  not  approve  of  their  having 
done  that. 

Mr.  Johnston :  I  think  the  letter  should  be  pro- 
duced. It  is  the  best  evidence. 

The  Court:     Is  the  letter  in  evidence? 

Mr.  Westall:  No,  the  letter  is  not  in  evidence. 
We  searched  for  it,  but  could  not  find  it.  All  the 
witness  is  doing  is  saying  that  he  protested  it  and 
didn't  agree  to  it. 

The  Court :     That  is  v/hat  you  want  to  bring  out  ? 

Mr.  Westall:  Yes,  that  is  what  I  want  to  bring 
out. 

The  Court:  Do  you  still  do  business  with  this 
firm?  A.     No. 

Q.  How  long  is  it  since  you  have  done  business 
with  this  firm?  A.     1934  or  1935. 

The   Court:     Oh,   a  long  time  ago? 

A.     Yes,  a  long  time  ago. 

Q.  (By  Mr.  Westall):  Were  your  relations 
pleasant  when  you  did  business  with  Morton  Manu- 
facturing Company? 

A.     Yes,  we  got  along  very  well. 

The  Court:  Since  that  time  you  have  manufac- 
tured your  own  dispensers  and  cabinets? 
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A.     Yes,  sir. 

Q.  (By  Mr.  Westall) :  How  did  you  happen 
after  first  having  [128]  Morton  Manufacturing 
Company  make  your  covers  and  cabinets  decide  to 
make  them  for  yourself  or  have  them  made  in  this 
territory,  in  the  Los  Angeles  territory  or  oth^r 
places  % 

A.  Oui-  arrangement  in  the  beginning  was  one 
where  they  were  in  the  position  of  having  the  capi- 
tal and  facilities  to  manufacture  an  article  of  this 
kind  and  they  did  start  at  that  time  to  manufacture 
that  tyjK*  of  an  article  and  I  had  v.o  cai'ital. 

The  Court :  You  mean  bj^  that  if  you  did  it 
yourself  you  could  do  it  cheaper  and  make  more 
money?  Is  tliat  tlie  ])oint?  That  is  why  you  quit 
them  ? 

The  Witness:  Xo,  the  agroements  T  had  was 
terminated  because  they  discontinued  the  manufa<*- 
ture  of  the  Sani-Gard  toilet  seat  cover  dispensing 
cabinet.  Tlie  agreem;>nt  I  had  with  them  was  that 
they  would  furnish  that  to  me  and  then  they  decided 
they  preferred  to  discontinue  that  particular  tyy)e 
of  seat  covering  and  cabinet. 

Q.  (By  Mr.  Westall)  :  You  th^n  had  to  make 
arrangements  of  your  own  for  that,  is  that  right? 

A.  No.  that  was  the  termination  of  the  relation- 
ship  

The  Court :  Tliat  was  the  termination  of  the 
relationship? 

The  Witness:     Yes. 
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The  Court:  But  they  did  make  dispensers  for 
you  under  the  name  "Safe  Way'"? 

The  Witness:     Yes.  [129] 

The  Court :  What  caused  you  to  discontinue  your 
relations  with  them  at  that  time? 

A.  After  I  could  make  my  dispenser  cheaper 
in  Los  Angeles. 

Q.  (By  Mr.  WestaU)  :  Did  you  also  later  find 
you  could  have  your  seat  cover  made  cheaper  here 
than  you  could  m  the  east? 

A.     Yes,  that  is  true. 

Q.  Now  referrino,-  to  Defendant's  Exhibit  T,  the 
original  coiitract,  will  you  please  state  whether  or 
not  that  truly  represented  the  agency  agreement  or 
other  agreement? 

The  Court:  He  has  already  answered  that  and 
explained  it  in  great  detail.  He  has  gone  into  that 
in  considerable  detail. 

Mr.  Westall:     That's  correct.   I  believe  that's  all. 

Redirect  Examination 
By  Mr.  Johnston: 

Q.  Mr.  Duimell,  did  you  receive  a  reply  from 
Morton  Manufacturing  to  your  lettei-  in^otesting 
their  use  of  the  name  "Safe  Way"? 

A.     I  don't  recollect  of  ever  receiving  any,  no. 

Q.  I  requested  you  to  produce  that  document  and 
you  have  looked  for  it  and  haven't  foimd  it. 

A.  I  don't  remember  any  request  for  producing 
a  letter  of  that  kind,  no. 


180  Safeway  Stores,  Inc.  vs. 

(Testimony  of  Warren  W.  Diumell.) 

Mr.  Westall:  Are  you  referring  to  the  last  re- 
quest for  production  that  you  made  after  you  left 
Los  Angeles? 

Mr.  Johnston :  T  am  referring  to  the  request 
made  by  [I'^O]  wire. 

Mr.  Westall :  You  made  it  by  wire  and  we  left 
Los  Angeles  and  didn't  get  it. 

Ml".  Johnston  :     I  see. 

Q.  Do  you  lecognize  that  as  a  copy  of  the  let- 
ter you  received  in  response  to  your  letter  to  them  ? 
Here  is  a  copy,  Mr.  Westall. 

Mr.  Westall :     Thank  you. 

The  Witness:  Well,  this  is  a  copy  of  a  letter 
which  was  in  the  nature  of  a  reply  indirectly  from 
Morton  ManulactHring  Company  to  this  letter  I 
mentioned  that  I  sent  them  protesting  their  regis- 
tration of  the  name  "Safe  Way." 

Q.  (JW  Mr.  Johnston) :  Do  yon  remember  that 
now  f 

A.  T  do  remember  receiving  something  of  this 
kind,  yes. 

(The  copy  of  letter  of  May  6.  1943,  from  Mor- 
ton Manufacturing  Company  to  Mr.  Dunnell, 
was  thereupon  marked  Defendant's  Exhibit  W 
For  Identification.) 

Mr.  Johnston:  If  your  Honor  please,  we  have 
given  Counsel  a  notice  to  produce  the  written  con- 
tracts between  Mr.  Dunnell  and  Morton  Manufac- 
turing Com])anv.  I  have  also  given  notice  to  ])ro- 
duce  the  correspondence  between  him  and  Morton 
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with  respect  to  his  protest  of  their  use  of  the  name 
in  1942  or  1943.  They  have  not  produced  them  and 
they  state  they  cannot  find  them.  The  witness  just 
identified  them  as  correspondence  which  I  would 
like  to  read  purportino-  to  be  [131]  from  the  attor- 
neys, by  Morton  Manufacturing;  Company,  in  re- 
sponse to  Mr,  Bunnell 's  protest. 
The  Court:     Let  me  see  that. 

(A  document  was  handed  to  the  Court.) 

The  Court:  I  am  of  the  opinion  that  both  the 
letter  and  the  protest  referred  to  in  this  letter  are 
argumentative  statements  of  both  parties  to  this 
particular  controversy,  if  there  was  a  controversy 
between  the  plaintiff  and  the  Morton  Manufactur- 
ing Company,  but  you  may  have  it  marked  in  evi- 
dence. 

(The  letter  in  question,  previously  marked 

Defendant's  Exhibit  W  For  Identification,  was 

thereupon  received  in  evidence.) 

The  Court:  Are  there  any  further  questions  of 
this  witness? 

Mr.  Johnston:     Just  a  few  more  questions: 

Q.  Mr.  Dunnell,  you  testified  a  few  moments 
ago  that  you  always  used  the  name  "Sani-Gard"  in 
connection  with  your  product,  is  that  correct? 
Whether  yon  did  or  did  not,  the  point  is  that  the 
])ublic  when  they  use  your  product  normally  only 
see  the  word  "Safe  Way,"  which  is  on  the  cabi- 
net, isn't  that  coiTecf?  A.     Yes. 

Mr.  Jolmston:     I  think  that's  all. 
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Mr.  Westall :     That's  all.  [132] 

The  Court:     Is  that  all  of  this  witness? 

Mr.  Westall:     Yes. 

The  Court:     All   ri^ht. 

Mr.  Johnston:  At  this  time,  if  your  Honor 
please,  I  would  like  to  offer  a  certified  copy  of  a 
decree  of  the  Superior  Court  of  the  State  of  Ore- 
gon for  the  (\)unty  of  Multuomnh,  which  decree 
shows  the  patent  on  which  Mr.  Dunnell  relies  was 
S()1(l  ill  partial  satisfaction  of  a  judi^ment  by  the 
Sheriff. 

(The  document  referred  to  was  thereupon 
marked  Defendant's  Exhi))it  X  For  Identifi- 
cation.) 

Mr.  Westall :  We  object  to  that  as  totally  irrele- 
vnnt  to  this  suit.  We  can  stipulate  there  was  such 
a  suit,  and  it  was  sold  for  ,iud.e:ment,  but  Mr.  Dun- 
nell broufijht  it.  P>ut  that  is  totally  irrelevant  to 
this  case. 

The  Co'irt:  Do  you  claim  that  he  is  not  the 
owner  oF  the  patent? 

Mr.  Johnston :  The  best  evidence  wo  could  find 
is  that  ho  ?s  not. 

The  Court:  Is  there  anythinj]^  in  the  Patent 
Office  record  that  the  ovMiership  has  ])een  chansred'? 

Mr.  Johnston:  I  took  Mr.  Dunnell's  deposition 
a  week  or  so  ago  in  Los  An,2:eles  and  he  testified 
to  this  suit  up  in  Ore£?on  and  I  wrote  up  to  get  a 
copy  of  the  judgment  to  find  out  what  it  was  all 
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about  and  I  haven't  been  able  to  [133]  get  informa- 
tion from  the  Patent  Office,  so  I  don't  know. 

Mr.  Westall:  Furthermore,  the  record  is  not 
com]:>lete.  It  does  not  show  what  happened  to  that 
judgment. 

Mr.  Johnston:     I  have  the  entire  document. 

The  Court :     Does  it  show  an  execution  sale  % 

Mr.  Johnston:     Yes, 

The  Court:  In  this  execution  sale  was  the  patent 
sold? 

Mr.  Johnston :  What  it  shows  is  that  the  patent 
together  with  the  other  property  was  assigned  to 
this  man  Hearst  as  security  for  a  time  and  this 
foreclosure  suit  was  brought. 

Mr.  Westall :  Counsel  is  stating  what  the  record 
shows  and  what  he  concludes  from  it.  I  think  his 
record  is  not  complete,  but  I  do  think  it  is  pertinent. 

The  Court:  If  this  is  going  to  be  offered  you 
have  a  right  to  go  into  the  matter  further  then. 

Mr.  Westall:  Then  I  will  call  Mr.  Dunnell  for 
a  few  questions. 

The  Court:  I  can  see  that  if  we  keep  going  on 
tliis  thing  in  this  manner  I  am  going  to  ^ei  involved 
in  lialf  a  dozen  lawsuits. 

Mr.  Johnston:  That  completes  our  case,  your 
Honor. 

Mr.  Westall :  If  your  Honor  please,  I  am  going 
to  call  Mr.  Dunnell  to  the  stand  again.  [134] 
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recalled  as  a  witness  on  behalf  of  the  plamtiff ;  pre- 
viously sworn: 

Direct  Examination 

By  Mr.  Westall : 

Q.  Mr.  Bunnell,  you  were  the  defendant  in  this 
case  as  described  in  this  Defendant's  Exhibit  X, 
were  you  not?  A.     Yes. 

Q.  After  that  judgment,  will  you  tell  me  what 
transpired  as  to  the  patent? 

A.  There  was  a  sheriff's  sale  in  accordance  with 
the  Court's  order  for  all  the  mortga,2:ed  assets  at 
that  time  and  T  broug'ht  thoni  all  the  assets  that 
the  sheriff  set  forth. 

The  Court:     Bid  you  attend  the  sale  yourself? 

The  Witness:     Yes,  T  attended  the  sale  myself. 

Q.  (By  Mr.  Westall) :  So  you  are  now  the 
owner  of  the  Bunnell  patent? 

A.  T  always  have  been  the  owner.  I  merely 
assis^ned  it  for  purposes  of  security  to  this  man 
Hearst. 

Mr.  Westall:     I  believe  that's  all. 

The  Court :     Any  questions  ? 

Mr.  Johnston:     No  further  questions. 

The  CouTt:  Boes  that  conclude  all  of  the  evi- 
dence in  the  case? 

Mr.  Johnston:     Yes,  your  Honor.  [135] 

Mr.  Westall:     Yes. 

The  Court:  You  have  all  the  evidence  you  want 
in  the  case? 
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Mr.  Westall:  Yes,  I  think  we  have  more  than 
enough. 

The  Court:     Do  you  wish  to  argue  this  case? 

Mr.  Westall:  Yes,  but  first  I  wish  to  make  a 
motion  for  the  dismissal  of  the  counter  claim.  I 
believe  that  I  can  ver^^  briefly  show  the  Coui-t  that 
that  counter  claim  cannot  stand  and  must  be  dis- 
missed,   I  have  the  authorities  here. 

The  Court:  You  mean  the  whole  case  is  submit- 
ted to  me  on  the  evidence,  is  it,  both  on  the  com- 
plaint and  the  counter  claim  ■? 

Mr.  Johnston:  It  is  my  understanding  the  evi- 
dence introduced  applies  equally  to  the  counter 
claim  as  well  as  the  complaint. 

The  Court :  The  matter  is  then  submitted,  and 
if  you  don't  have  any  motion  to  make  on  the 
counter  claim  I  will  decide  the  whole  case. 

Mr.  Westall :  The  counter  claim  is  in  a  depart- 
ment of  its  own  so  far  as  this  motion  to  dismiss."' 
In  other  words,  there  is  a  reason  under  the  law  why 
that  counter  claim  cannot  stand,  which  can  easily 
be  disposed  of.  The  reason  is  they  have  alleged 
damages  which  was  the  only  groimd  by  which  the 
counter  claim  could  stand.  We  challenged  that.  We 
denied  that  in  our  answer,  whether  it  involved  $3,000 
or  any  other  [136]  amount  and  under  the  aiithori^^ 
ties  Vv'hich  I  shall  cite,  and  they  are  all  bv  the  Su- 
j)remo  Coui-t  except  one,  if  they  tend  to  prove  the 
jurisdictional  amount,  the  case  must  be  dismissed 
whatever  it  is,  and  I  can  dispose  of  that  very 
quickly  if  your  Honor  will  permit. 
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The  Court:  Isn't  it  the  amount  claimed  that  de- 
termines the  jurisdiction? 

Mr.  Westall :  No,  that  is  wrong.  They  can  claim 
the  amount,  but  they  have  to  prove  the  jurisdic- 
tional amount.  It  would  be  easy  in  any  case  to  al- 
lege jurisdictional  amount,  but  if  the  jurisdictional 
amount  is  challenged,  then  the  burden  is  on  the 
other  side  to  prove  it  and  we  have  raised  that  issue 
and  challenged  it  in  our  ])leading  and  they  haven't 
attempted  to  prove  any  damages  whatsoever,  let 
alone  $3,000,  exclusive  of  interest  and  costs. 

The  Court:  I  should  like  to  hear  the  views  of 
the  defense  counsel  in  that  regard.  I  say  that  be- 
cause I  still  luive  the  same  doubt  and  question  in 
my  mind  that  I  expressed  last  evening  as  to  whether 
or  not  under  the  law  there  is  any  relationship  that 
is  close  enough  to  the  use  of  the  name  and  goodwill 
as  attached  to  the  name  used  by  the  defendant  and 
the  use  of  the  name  in  connection  with  these  toilet 
seat  covers  and  being  in  doubt  that  the  law  so  ap- 
plies I  think  I  should  give  the  defendant  the  op- 
portunity to  argue  that  matter.  My  impression  in 
this  case  is  that  the  plaintiff  [137]  should  prevail, 
that  I  feel  that  I  may  not  have  a  clear  enough  con- 
cept of  the  law  on  that  and  so  I  should  hear  from 
Counsel. 

(Thereupon  argument  was  made  on  behalf  of 
the  respective  parties  to  the  Court.) 

The  Court:  I  would  like  very  much  to  have  you 
file  written  memoranda. 
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(Thereupon  the  case  was  Kiibmitted  30,  85 
and  15.) 

(Certified  copy,  Patent  Application  453,099, 
marked  Plaintiff's  Exhibit  1 ;  Patent  Office  Rec- 
ords marked  Plaintiff's  Exhibits  2  and  3;  Ex- 
hibits before  Patent  Office  marked  Plaintiff's 
Exhibit  4;  Record  of  Sales  of  toilet  seat  cov- 
ers marked  Plaintiff's  Exhibit  5.)  [137-a] 


PLAINTIFF'S   EXHIBIT  No.   1 

Department  of  Commerce 
United  States  Patent  Office 

To  all  persons  to  whom  these  presents  shall  come, 
Greeting : 

This  Is  to  Certify  that  the  annexed  is  a  true  copy 
from  the  records  of  this  office  of  the  Original  Peti- 
tion, Statement  and  Drawing;  and  the  Notice  of 
Publication,  being  Paper  13,  in  the  matter  of  the 
Pending  Application  for  the  Registration  of  a 
Trade-Mark  of  Warren  W.  Dunnell,  Serial  Number 
453,099,  for  Toilet  Sea  Covers. 

Filed  May  19,  1942. 

In  Testimony  Whereof  I  have  hereunto  set  my 
hand  and  caused  the  seal  of  the  Patent  Office  to  be 
affixed  at  the  City  of  Washington,  this  thirtieth  day 
of  September,  in  the  year  of  our  Lord  one  thousand 
nine  hundred  and  forty-six,  and  of  the  Independence 
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of  the  United  States  of  America  the  one  hundred 
and  seventy-first. 

[Seal]         /s/  CASPER  W.  OOMS, 

Commissioner  of  Patents. 


Attest 


/s/  D.  A.  WILSON, 

Chief  of  Division. 


Application  No.  453099 

[Main  Division,  U.  S.  Patent  Office,  May  19, 
1942.] 

PETITION   AND   STATEMENT 

To  the  Commissioner  of  Patents: 

Warren  W.  Dimnell.  a  citizen  of  the  United 
States  of  America,  i-esidins:  at  TjOs  Angeles,  Cali- 
fornia, and  doinc:  business  at  3101  Pasadena  Ave., 
Tjos  Ans:eles,  California,  has  adopted  and  used  the 
trademark  shown  in  the  aceompanyinc^  drawing  for 
toilet  seat  covers,  in  Class  50,  Merchandise  not  oth- 
erwise classified,  and  presents  herewith  five  speci- 
mens showing  the  trademark  as  actually  used  by 
applicant  upon  the  goods,  and  requests  that  the 
same  be  registered  in  the  United  States  Patent  Of- 
fice in  accordance  with  the  act  of  February  20,  1905. 
The  trade-mark  has  been  continuously  used  and  a])- 
f»lied  to  said  goods  since  October  28,  1933.  The 
trademark  is  applied  or  affixed  to  the  goods,  or  to  the 
packages  containing  the  same,  by  printing  thereon 
or  placing  thereon  a  printed  label  on  which  the 
trademark  is  shown. 

/s/  WARREN  W.  DUNNELL. 

[Notation] :     Cancelled  8/17/42. 
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Declaration 

State  of  California, 
County  of  Los  Angeles — ss. 

Warren  W.  Dunnell,  being  duly  sworn,  deposes 
and  says  that  he  is  the  applicant  named  in  the  fore- 
going statement ;  that  he  believes  the  foregoing  state- 
ment is  true;  that  he  believes  himself  to  be  the 
owner  of  the  trademark  sought  to  be  registered; 
that  no  other  person,  firm,  corporation,  or  associa- 
tion, to  the  best  of  his  knowledge  and  belief,  has  the 
right  to  use  said  trademark  in  the  United  States, 
either  in  the  identical  form  or  in  any  such  near  re- 
semblance thereto  as  might  be  calculated  to  deceive ; 
that  said  trademark  is  used  by  him  in  commerce 
among  the  several  States  of  the  United  States ;  that 
the  description  and  drawing  presented  truly  rep- 
resent the  trademark  sought  to  be  registered;  and 
that  the  specimens  show  the  trademark  as  actually 
used  upon  the  goods. 

/s/  WARREN  W.  DUNNELL. 

Subscribed  and  sworn  to  before  me,  a  Notaiy 
Public,  this  6th  day  of  May,  1942. 

[Seal]         /s/  EDWARD  F.  WESTALL, 

Notary  Public  in  and  for  County  of  Los  Angeles, 
State  of  Calif. 


••^ 


APFuaim 


HSIK'. 
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[Letterhead]  :  Department  of  Commerce,  United 
States  Patent  Office,  Washington. 

Joseph  F.  Westall 

608  South  Hill  Street 

Los  Angeles  14,  California 

The  application  for  the  Registration  of  a  Trade- 
Mark  filed  by  Warren  W.  Bunnell,  May  19,  1942,; 
Ser.  No.  453,099  in  Class  (37),  (Safe  Way  and  de- 
sign), has  been  examined  and  passed  for  publica- 
tion, in  compliance  with  section  6  of  the  act  author- 
izing the  Registration  of  Trade-Marks,  approved 
February  20,  1905. 

The  mark  will  be  published  in  the  Official  Ga- 
zette of  Mar.  21,  1944. 

Any  person  who  believes  he  would  be  damaged 
by  the  registration  of  this  mark  may  oppose  the 
same  by  filing  notice  of  opposition,  stating  the 
grounds  therefor,  in  the  Patent  Office  within  thirty 
days  after  the  publication  thereof,  which  said  no- 
tice of  opposition  shall  be  verified  by  the  person 
filing  the  same  before  one  of  the  officers  mentioned 
in  section  2  of  the  act  of  February  20,  1905. 

If  no  notice  of  opposition  is  filed  within  said  time 
the  Cominissioner  may  issue  a  certificate  of  regis- 
tration. 

Copies  of  the  Trade-Mark  portion  of  the  Official 
Gazette  containing  the  publication  of  the  rr^ark  may 
be  obtained  as  soon  as  published  at  10  cents  each, 
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from  the  Superintendent  of  Documents,   Govern- 
ment Printing  Office. 

Respectfully, 

/s/  COmVAY  p.  COE, 

Commissioner  of  Patents. 

[Endorsed]:     Filed  Mnr.   12,   1947.  (\  W.  Cal- 
hreatb.  Clerk.    By  L.  R.  Elkington,  Deputy  Clerk. 


PLAINTIFF'S  EXHIBIT  No.  2 
:  Department  of  Commerce 

To  all  persons  to  whom  these  presents  shall  come, 
Greetinfjj : 

This  Is  to  Certify  that  the  annexed  is  a  true  copy 
fi'om  the  records  of  this  office  of  papers  1,  3,  5,  6, 
7,  8,  and  37,  in  the  matter  of  Opposition  Number 
23.281,  Safeway  Stores,  Incorporated,  vs.  Warren 
W.   Bunnell,. Trade-Mark  for  Toilet  Seat  Covers. 

In  Te,stimony  Whereof  I  have  hereunto  set  my 
hand  and  caused  the  seal  of  the  Patent  Office  to  be 
affixed  at  the  City  of  AVashin2:ton,  this  sixteenth 
day  of  October,  in  the  year  of  our  T^ord  one  thou- 
sand nine  hundT'ed  and  forty-six  and  of  the  Inde- 
pendence of  the  United  States  of  America  the  one 
hundred  and  seventy-first. 

[Seal]        /s/    CASPER  W.  OOMS, 

Commissioner  of  Patents. 

[Attest:] 

/s/    D.A.WILSON, 

Chief  of  Division, 
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Plaintiff's  Exhibit  No.  2— (Continued) 

In  the  United  States  Patent  Office 
Before  the  Examiner  of  Interferences 

Opposition  No.  23281.  Safeway  Stores,  Incorpo- 
rated, Opposer,  vs.  Warren  W.  Dmmell,  Appli- 
cant. 

Notice  of  Opposition 

The  Commissioner  of  Patents 
Washington,  D.  C. 

Sir: 

In  the  matter  of  an  application  for  registration 
of  the  name  "Safeway"  for  toilet  seat  covers,  in 
Class  37,  Paper  and  Stationery,  Serial  No.  453,099, 
filed  May  19,  1942  by  Warren  W.  Dunnell,  doing 
business  as  Sani-Gard  Cover  Company,  Los  Ange- 
les, California,  which  was  published  on  March  21, 
1944  in  the  Official  Gazette,  Volume  560,  No.  3, 
page  400,  the  opposer  Safeway  Stores,  Incorpo- 
rated, of  Oakland,  California,  believes  it  would  be 
damaged  by  such  registration,  and  it  hereby  gives 
notice  of  its  intention  to  oppose  the  registration  of 
said  trade  mark. 

The  grounds  for  opposition  are  as  follows: 


The  corporate  name  of  the  opposer  is  Safeway 
Stores,  Incorporated,  and  it  is  a  duly  organized 
and  existing  corporation  under  the  laws  of  the  State 
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Plaintiff's  Exhibit  No.  2— (Continued) 

of  Maryland.  Opposer  and  its  predecessors  liave 
been  extensively  engaged  continuously  since  1926 
prinei])ally  in  the  business  of  owning  and  operating 
retail  grocery  stores,  under  opi)ose7''s  name  "Safe- 
way." Approximately  2,500  retail  stores  are  now 
owned  and  operated  by  opposer,  doing  business  as 
"Safeway"  in  tlie  following  states:  Arkansas,  Ari- 
zona, California,  Colorado,  District  of  Columbia, 
Idaho,  Iowa,  Kansas,  Maryland,  Missouri,  Montana, 
Nebraska,  Nevada,  New  Jersey,  New  Mexico,  New 
York,  Oklalionia,  Oregon,  South  Dakota,  Texas, 
ITtah,  Vii-uinia.  Wasbington,  Wyoming. 


Tlie  name  "Safeway"  is  the  distinguishing  and 
dominant  part  of  opposer 's  name.  Ojiposer's  name 
"Safeway"  has  been  and  is  now  prominently  dis- 
l)layed  in  signs  on  its  stoi'es  and  places  of  business, 
in  newspaper  advertisements,  price  tags,  gummed 
tape,  cash  register  receipts,  invoices-,  paper  bags, 
display  cards,  and  other  forms  of  advertising,  in 
sucb  manner  and  to  such  an  extent  that  the  o])- 
poser's  name  "Safeway"  alone  has  become  asso- 
ciated in  the  miiul  of  the  public  with  opposer,  and 
the  name  "Safeway"  by  reason  of  such  extensive 
and  continuous  use  by  the  opposer  over  a  long 
period  of  years  has  come  to  mean  the  opposer,  and 
the  public  know  and  identify  tbe  opposer  by  tlie 
name  "Safeway"  alone.  "Safeway"  is  a  substan- 
tial part  of  the  valuable  good  will  of  opposer. 
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Plaintiff's  Exhibit  No.  2— (Continued) 

3. 

The  name  "Safeway"  claimed  by  applicant,  is 
identical  to  the  name  "Safeway"  owned  and  in 
prior  use  by  opposer  and  used  by  opposer  in  con- 
nection with  the  sale  of  merchandise  in  various 
classifications,  including,  particularly,  paper  prod- 
ucts, such  as  toilet  tissue,  paper  towels,  paper  nap- 
kins. The  use  by  applicant  of  the  name  "Safeway" 
is  likely  to  cause  confusion  or  mistake  in  the  mind 
of  the  public  or  to  deceive  purchasers  as  to  the 
origin  of  such  goods,  and  thereby  cause  irreparable 
damage  to  the  good-will  of  the  opposer 's  business 
in  connection  with  which  the  opposer 's  name  "Safe- 
way" is  extensively  used. 

4. 

On  or  about  August  16,  1939,  the  predecessor  of 
opposer  deposited  with  the  Commissioner  of  Pat- 
ents a  certified  copy  of  its  corporate  charter,  show- 
ing its  corporate  name  "Safeway  Stores,  Incor- 
porated," and  received  certificate  of  deposit  No. 
4220  therefor. 

5. 

The  unauthorized  use  by  the  applicant  of  op- 
poser's  name  "Safeway"  on  goods  such  as  toilet 
seat  covers  is  likely  to  cause  confusion  or  mistake 
in  the  minds  of  the  purchasers  or  to  deceive  pur- 
chasers into  believing  that  such  goods  are  in  some 
manner  associated  with  or  emanate  from  this  op- 
poser. 
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Plaintiff's  Exhibit  No.  2— (Continued) 

6. 

The  name  "Safeway"  sought  to  be  registered  by 
applicant  consists  merely  in  the  name  of  the  opposer 
corporation,  or  the  distinctive,  dominant  portion 
thereof,  not  written,  printed,  impressed  or  woven 
in  some  particular  or  distinctive  mamier,  or  not 
associated  with  a  portrait  of  an  individual,  and  is 
therefore  within  the  proliibition  against  registra- 
tion of  such  name  under  Section  5(b)  of  the  Act 
of  1905. 


The  ap])licant,  Warren  W.   Duiincll,  is  nui   the 

owner  of  the  trade  mark  sought  to  be  registered  by 

him,  and  he  was  not  entitled  to  the  exclusive  use 

"thereof  at  the  time  of  the  filing  oi'  liis  application, 

nor  at  any  other  time. 

8. 

Attached  hereto  are  specimens  of  the  name 
"Safeway"  as  used  by  the  opposer. 

Wherefore,  opposer  prays  that  tliis  opposition 
be  sustained  and  that  registration  of  the  trade  mark 
"Safeway"  be  refused  to  the  applicant. 

Please  recognize  as  our  attorneys  in  this  proceed- 
ing the  fii"m  of  Mida,  Richards  &  Murray,  composed 
of  Lee  W.  Mida,  Brayton  G.  Richards,  and  Alex- 
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ander  W.  Murray,  whose  post  office  address  is  537 
South  Dearborn  Street,  Chicago,  5,  Illinois. 

Respectfully  submitted, 

SAFEWAY  STORES, 
INCORPORATED, 
By  /s/  R.  E.  POOSHEE, 

Its  Vice  President. 
April  6,  1944. 

Verification 

State  of  California, 
County  of  Alameda— ss. 

R.  E.  Fooshee  being  first  duly  sworn,  deposes  and 
says  that  he  is  Vice  President  of  Safeway  Stores, 
Incorporated,  the  opposer  mentioned  in  the  fore- 
going Notice  of  Opposition;  that  he  has  read  and 
signed  the  same,  and  knows  the  contents  thereof; 
and  that  the  same  is  true  of  his  own  Iviiowledge, 
except  as  to  the  matters  therein  stated  to  be  alleged 
upon  information  and  belief,  and  as  to  those  matters 
he  believes  it  to  be  true. 

/s/  R.  E.  FOOSHEE. 

Subscribed  and  sworn  to  before  me  this  6th  day 
of  April,  1944. 

[Seal]        /s/  B.  A.  CRETSER, 
Notary  Public. 

My  commission  expires  10/20/46. 
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[Letterhead] :  Department  of  CoiTiineree,  United 
States  Patent  Office,  Richmond  20,  Virginia. 
Mailed  May  4,  1944. 

Opposition  No.  2.3281.  Safeway  Stores,  Incorpo- 
rated. V.  Dumiell.  Application  No.  453,099, 
Filed  May  19,  1942,  Published  March  21,  1944, 
for  Toilet  Seat  Covers. 

A  notice  of  op])osition  to  registration  of  the  above 
noted  trade-mark  was  filed  A])ril  12.  19M,  by  Safe- 
way Stores,  Incorjiorated,  Oaklan:!,  California, 
whose  attoi-neys  are  Mida,  Richards  &  Murray,  537 
South  Dearborn  Street,  Chicago  5,  Illinois.  A  state- 
ment of  tlie  grounds  tlierefor  is  foi-warded  hei-ewith 
to  Joseph  F.  Westall,  608  South  Hill  Street.  Los 
Angeles  14,  California,  attorney  for  Warren  W. 
Dunnell,  3101  Pasadena  Avenue.  Los  Angeles,  Cali- 
fornia. 

Pleadings  and  procedure  with  respect  thereto 
shall  be  governed  by  the  P\Hleral  Rules  of  Ci^^l 
Procedure  (562  O.  G.l).  All  papers  when  filed  to 
be  accompanied  by  proof  of  service  upon  the  othei- 
party. 

Answer  due  June  5.  1944. 

It  is  noted  that  the  specimens  referred  to  in  para- 
graph 8  of  the  notice  of  opposition  have  not  l)een 
filed. 

/s/  A.  A.  MACHEY, 

Acting  Examiner  of  Interfer- 
ences, Room  212. 
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In  the  United  States  Patent  Office  Before  the  Ex- 
aminer of  Interferences.  Opposition  No.  23,281. 
Safeway  Stores,  Incorporated,  Opposer,  vs. 
Warren  W.  Dunnell,  Applicant. 

Commissioner  of  Patents 
Richmond  20,  Virginia 

Sir: 

In  response  to  the  Office  Action  of  May  4,  1944, 
of  the  Examiner  of  Interferences,  and  particularly 
to  the  last  paragraph  thereof  wherein  it  is  said, 
^'It  is  noted  that  the  specimens  referred  to  in  para- 
graph 8  of  the  notice  of  opposition  have  not  been 
filed": 

On  May  9,  1944,  as  attorney  for  applicant.  I  re- 
ceived through  the  mail  a  purported  copy  oi'  a  i-e- 
sponse,  dated  May  6,  1944,  of  the  Safeway  Stores, 
Incorporated,  through  their  attorneys,  to  Office  Ac- 
tion or  communication  dated  May  4,  1944,  to  the 
effect  that  opposer  "files  the  specimens  referred 
to  in  paragraph  8  of  the  notice  of  opposition."  and 
that  "a  duplicate  set  of  these  specimens  has  this 
day  been  forwarded  to  attorney  for  applicant." 

There  seems  to  be  some  confusion  in  this  response. 
Paragraph  8  only  refers  to  "specimens,"  and  we 
presume  that  the  specimens  referred  to  are  such  as 
are  mentioned  in  Trade-mark  Rule  56  which,  so 
far  as  pertinent,  reads,  "Two  specimens  (or  fac- 
similes)  of  the  mark  actually  used  by  opposer,  if 
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there  be  such,  should  be  filed."  We  presume  that 
this  must  mean  the  mark  as  actually  used  upon 
goods  of  opposer.  Instead,  however,  of  receiving 
any  such  specimens  accompanying  the  response 
dated  May  6,  1944,  of  Safeway  Stores,  Inc.,  we 
received  one  blank  address  label  with  the  same 
"Safeway"  on  it,  l)eing  a  sticker  for  placing  upon 
merchandise  sent  out  by  opposer,  and  labelled 
"Mercliandise,  Fourth  Class  Mail."  We  also  re- 
ceived five  slieets  of  advertising.  Now  the  confu- 
sion referred  to  results  from  tlie  fact  that  such  ad- 
vertisements are  mentioned  in  parngrapli  2  of  the 
notice  of  opposition,  and  are  not  there  in  defined  as 
"specimens."  Paragraph  8  of  sucli  notice  reads, 
"attached  hereto  are  the  specimens  of  'Safeway' 
as  used  by  ojiposer.  We  suggest  also  in  clearing  up 
this  confusion  and  furnisbmg  us  with  the  specimens 
mentioned  in  said  response  of  opposer  to  the  com- 
numication  of  May  4,  1944,  that  opposer  should  in- 
form us  as  to  what  particular  goods  or  merchandise 
said  specimens  have  been  a]>i»lied.  and  since  wlien. 

Inasmuch  as  the  notice  of  opposition  is  not  com- 
plete until  we  receive  the  "specimens,"  we  request 
that  opposer  be  required  to  send  the  specimens 
mentioned  in  said  paragraph  8  of  the  notice  of  oj)- 
position,  in  order  that  we  may  fully  move  or  answer 
as  prescribed  by  the  Rules  of  Civil  Procedure. 

Applicant  consents  to  tb.e  filing  by  opposer  of  an 
amended  and  substituted  notice  of  opposition  to  in- 
corporate the  above  suggested  additional  averments. 
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In  view  of  the  uncertainty  or  ambiguity  of  the 
notice  of  opposition  in  the  respects  mentioned,  and 
the  incompleteness  of  the  served  copy,  we  respect- 
fully request  that  the  time  for  filing  answe]-  or 
otherwise  moving  imder  the  rules  be  extended  for 
thirty  days,  or  for  such  time  as  the  Examiner  shaU 
deem  adequate. 

Respectfully  submitted, 

/s/  WARREN  W.  BUNNELL, 
By  /s/  JOSEPH  F.   WESTALL, 
His  Attorney. 

Certificate  of  Service 

I,  Joseph  F.  Wcstall,  attorney  for  Warren  W. 
Bunnell,  hereby  certify  that  on  this  16th  day  of 
May,  1944,  I  served  a  copy  of  the  foregoing  com- 
munication upon  Mida,  Richards  and  Murray,  537 
South  Bearborn  Street,  Chicago  5,  Illinois,  attorney 
of  record  for  Safeway  Stores,  Incorporated,  ]jy  reg- 
ular mail,  postage  prepaid, 

/s/  JOSEPH  F.  WESTALL. 

Joseph  F.  Westall 
(Registration  No.  3894) 
702  Wm.  Fox  Building 
608  South  Hill  Street 
Los  Angeles  14,  California 
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[Letterhead] :  Department  of  Commerce,  United 
States  Patent  Office,  Richmond  20,  Virginia. 
May  20,  1944.  Opposition  No.  23281,  Safeway 
Stores,  Incorporated  vs.  Bunnell 

The  I(«tter  tiled  May  18,  1944,  by  the  applicant, 
{?•  noted. 

In  response  thereto,  it  a])pears,  as  indicated  in 
the  letter  filed  May  8,  1944  by  the  opposer,  that  the 
address  hibel  ajid  advertising  sheets  served  upon 
counsel  for  the  a])])licant  are  duplicates  of  those 
filed  in  the  case  by  the  o])poser  and  are  the  "speci- 
mens'' which  are  r(>f erred  to  in  paragrajih  8  of  the 
notice  of  oppositiou.  Tlie  opposer  will  be  herein- 
after correspondingly  i-estricted  in  its  proofs,  and 
the  submission  of  such  sjM^cimens  is  dcemod  to  con- 
stitute a  sufficient  coniplianci'  with  the  requirciiuuts 
of  Trade-Mark  Rule  56  relative  thereto. 

The  time  for  tiling  au  answer  to  the  notice  of 
opposition  is  extended  to  June  9,  1944. 
/s/   A.  D.  BAILEY, 

Examiner  of  Interferences, 
Room  212. 

In  tlie  United  States  Patent  Office  Before  the 
Examiner  of  Interferences.  Oy)positiou  No. 
23.281.  Safeway  Stores.  Incorporated,  Op])oser. 
vs.  Warrc^n  W.  Dunnell.  Applicant 

Answer  to  Notice  of  Oj)position 

Applicant,  for  answer  unto  the  grounds  of  notice 
of  opposition  above  entitled,  alleges: 
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Applicant  is  without  knowledge  or  information 
sufficient  to  form  a  belief  as  to  the  truth  of  each 
and  every  of  the  averments  of  paragraph  1  of  said 
notice  of  opposition,  and  upon  such  ground  denies 
that  opposer  is  a  duly  organized  and  existing  cor- 
poration under  the  laws  of  the  State  of  Maryland; 
and  also  denies  that  opposer  and  its  predecessors 
have  been  extensively^  engaged  continuously  since 
1926  principally  in  the  business  of  ovv^ning  and  oper- 
ating retail  grocery  stores  under  opposer 's  alleged 
name  "Safeway";  and  also  denies  that  approxi- 
mately 2,500  retail  stores  are  now  owned  and 
operated  by  opposer  doing  business  as  "Safeway" 
in  the  states  as  listed  in  said  paragraph ;  and 


Denies  that  the  name  "'Safeway"  is  the  distin- 
guishing and  dominant  part  of  opposer 's  name,  and 
denies  that  opposer's  alleged  name  "Safev/ay"  has 
been  and  is  now  prominently  displayed  in  signs  on 
its  stores  and  places  of  business,  in  newspaper  ad- 
vertisements, price  tags,  gummed  tape,  cash  register 
receipts,  invoices,  paper  bags,  displaj^  cards,  and 
other  forms  of  advertising  in  such  manner  and  to 
such  an  extent  that  the  opposer's  name  "Safeway" 
alone  has  become  associated  in  the  mind  of  the 
public  with  op]30ser;  and  denies  that  the  name 
"Safeway"  by  reason  of  any  such  alleged  extensive 
and  continuous  use  by  the  opposer  as  alleged  in 
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paragraph  2  of  said  notice  of  opposition  over  a  long 
period  of  years  has  come  to  mean  the  opposer ;  and 
doilies  tliat  the  public  know  and  identify  the  opposer 
by  the  name  "Safeway"  alone;  and  denies  that 
"Safeway"  is  a  substantial  part  of  the  valuable 
good  will  of  opposer;  and 

3. 

Denies  that  the  name  "Safe  Way"  claimed  by 
ai)plicant  is  identical  with  the  name  "Safeway" 
alleged  to  bo  owned  and  in  ])rior  use  by  opposer, 
and  asserted  to  l)o  used  by  oi)poser  in  connection 
with  the  sale  of  merchandise  in  the  various  classi- 
fications mentioned  in  ])aragraph  :>  of  the  notice  of 
opposition;  and  alleges  lliat  a])plicant  is  without 
knowledge  or  infonnation  sufficient  to  form  a  belief 
as  to  the  truth  of  each  of  the  remaining  averments 
of  paragra})h  3  of  the  notice  of  opposition,  and 
particularly  as  to  the  alleged  prior  use  by  opposer 
in  connection  with  the  sale  of  merchandise  in  alleged 
various  classifications  including  particularly  ]ia] )or 
]'roducts  such  as  toilet  tissue,  paper  towels,  and 
7)aper  na])kins,  and  upon  such  ground  denies  each 
of  said  allegations  and  demands  strict  proof 
thereof.  Denies  that  the  use  by  applicant  of  the 
name  "Safe  Way"  is  likely  to  cause  confusion  or 
mistake  in  the  mind  of  the  public  or  to  deceive 
purchasers  as  to  the  origin  of  such  goods  and 
thereby  cause  irreparable  or  any  damage  to  the 
good  will  of  opposer 's  alleged  business  in  connec- 
tion with  which  the  name  "Safowav"  is  ex^ensivolv 
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used;  and,  upon  information  and  belief,  applicant 
alleges  that  opposer  has  never  applied  the  name 
''Safeway"  to  toilet  seat  covers  and  has  never  sold 
or  distributed  toilet  seat  covers  in  any  of  its  stores 
under  the  name  "Safeway"  or  any  other  name;  and 
alleges  that  said  product  is  not  appropriate  or  suit- 
able for  distribution  in  grocery  stores,  such  as  re- 
ferred to  in  said  notice  of  opposition  as  being 
owned  or  operated  by  opposer,  but  that  on  the  con- 
trary said  toilet  seat  covers  have  never  been  sold 
by  applicant  or,  according  to  the  knowledge  and 
belief  of  applicant,  by  any  other  concern  to  the 
trade  or  public  who  purchase  from  such  stores  as 
those  of  opposer,  but  that  said  product  has  always 
been  sold  by  applicant  to  large  public  organizations 
or  institutions,  such  as  oil  service  stations  and 
others,  for  distribution  as  part  of  said  service,  and 
that  such  purchasers  have  long  known  of  the  source 
of  manufacture  of  applicant's  toilet  seat  cOivers -to 
which  the  name  "Safe  Way"  has  been  applied,  and 
in  no  instance  have  any  of  them  been  confused  or 
misled  as  to  the  source  of  applicant's  manufacture. 
Alleges  that  applicant  has,  since  his  adoption  and 
use  of  the  name  "Safe  Way"  as  a  trade-mark  for 
toilet  seat  covers  in  his  application  referred  to  in 
the  notice  of  opposition  set  forth,  built  up  a  large 
business  and  good  will  in  the  sale  and  distribution 
of  toilet  seat  covers  throughout  the  United  States, 
and  during  all  this  time  applicant's  said  product 
has  never  come  into  competition  with  any  product 
sold  by  op])(»ser,  nor  has  opposer  to  any  extent  what- 
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soever  become  known  as  a  distributor  of  toilet  seat 
covers;  and  applicant  alleges  that  opposer  has  built 
up  no  good  will  whatsoever  in  the  sale  or  distribu- 
tion of  toilet  seat  covers,  while  applicant  from  the 
time  of  his  said  first  adoption  and  use  of  said  trade- 
mark has  become  widely  known  throughout  every 
state  in  the  union  as  a  manufacturer  and  distributor 
of  said  product,  and  the  source  of  such  inaiuifacture 
is  well  known  to  the  special  part  of  the  public  as 
above  defined  who  purchase  toilet  seat  covers.  Ap- 
plicant also  denies  that  such  paper  products  as 
toilet  tissue,  paper  towels,  ;uid  paper  napkins  men- 
tioned bi  paiagiaph  3  of  the  notice  of  opjwsition 
complete  in  any  manner  with  tlie  sale  of  toilet  seat 
covers  of  applicant's  manufacture. 

4. 

As  to  each  of  the  allegations  in  paragraph  4  of 
the  notice  of  opposition:  Ai)plicant  is  without  in- 
foi-mation  or  knowledge  suflBcient  to  form  a  belief 
as  to  the  truth  of  such  allegations,  and  on  such 
ground  denies  each  and  every  of  the  allegations  of 
said  paragraph  4.  and  demands  strict  proof  thereof, 
and  also  demands  oyer  of  said  original  certificate 
of  deposit  No.  4220. 

5. 

Applicant  denies  that  the  use  by  applicant  of  the 
name  "Safe  Way,"  alleged  in  paragrai)h  5  of 
the  notice  of  opposition  to  be  opposer's  name,  on 
goods  such  as  toilet  seat  covers  is  likely  to  cause 
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confusion  or  mistake  in  the  minds  of  purchasers 
or  to  deceive  purchasers  into  believing  that  such 
goods  are  in  some  manner  associated  with  or  ema- 
nate from  opposer,  alleging,  on  the  contrary,  that 
applicant  is  a  manufacturer  of  toilet  seat  covers  and 
has  never  distributed  and  does  not  intend  to  dis- 
tribute such  seat  covers  in  stores  such  as  those  of 
opposer  for  distribution  to  the  public  but,  on  the 
contrary,  applicant  only  distributes  such  goods  to 
large  companies  or  institutions,  public  and  private, 
which  furnish  such  seat  covers  as  part  of  the  public 
service  to  users  of  toilet  facilites  without  charge  to 
such  users,  and  that  each  and  all  of  the  purchasers 
of  applicant's  said  toilet  seat  covers  are,  and  have 
long  been,  fully  aware  of  the  source  of  manufacture,, 
the  same  being  plainly  marked  upon  each  package 
and,  furthermore,  being  made  clear  to  each  of  such 
purchasers  by  applicant's  special  advertisements, 
letters,  billheads,  and  receipts,  and  mor^oyer  the 
part  of  the  trade  and  public  which  pureha:Ses  seat 
covers  knows  that  such  product  is  not,  and  hg,s  not 
been,  sold  by  opposer ; 

6. 

Denies  that  the  name  "Safe  Way"  sought  to 
be  registered  by  applicant  consists  merely  in  the 
name  of  the  opposer  corporation,  or  the  distinctive 
dominant  portion  thereof,  not  written,  printed,  im- 
pressed or  woven  in  some  particular  or  distinctive 
manner;  admitting,  however,  that  it  is  not  asso- 
ciated with  a  portrait  of  an  individual  and  asserts, 
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on  the  contrary,  that  applicant's  name  "Safe 
Way"  is  printed  or  impressed  in  a  particular 
distinctive  maimer  with  an  accompanying  design, 
and  is  theicfore  not  vvthin  the  prohibition  (as  al- 
leged in  paragraph  6  of  the  notice  of  opposition) 
against  registration  of  such  name  under  Section 
5  (b)  of  the  Act  of  1905,  or  any  othoi-  law;  and 

7. 

Denies  each  and  every  of  the  allegations  of  para- 
graph 7.  of  the  notice  of  opposition,  alleging  on  the 
contrary  that  applicant  is  the  owner  of  the  trade- 
mark sought  U)  be  registered  by  him,  and  has  been 
such  owner  and  entitled  to  the  exclusive  use  thereof 
since  his  first  adoption  and  use  of  said  name  as 
set  for  in  his  petition  and  statement  forming  part 
of  his  application  a.s  identified  in  the  first  paragraph 
of  the  notice  of  opposition  herein,  i.e.,  October  28, 
1933,  the  same  having  been  extensively  used  in  inter- 
state commierce  by  applicant  as  applied  to  seat 
covers  from  and  since  his  said  first  adoption  and 
use  of  said  name. 
First  Affirmative  Defense  (Laches  and  Estoppel)  : 

For  a  further  defense  to  said  notice  of  opposition, 
applicant  alleges: 

I 

That  applicant  has  extensively  used  the  mark 
"Safe  Way,"  as  in  his  application  for  registra- 
tion described,  in  interstate  commerce  since  October 
28,  1933,  as  applied  to  toilet  seat  covers,  and  pre- 
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vious  to  such  adoption  and  use  had  sold  seat  covert-- 
extensively  throughout  the  United  States  under  the 
trade   name    "Sani-Gard"    and   had    become    well 
known  throughout  the  United  States  as  a  manufac- 
turer and/or  distributor  of  toilet  seat  covers,  always 
also  using  the  word  "Sani-Gard"  as  part  of  the 
fictitious  name  under  w^hich  applicant  at  all  such 
times  operated  and  still  continues  to  operate,  and 
had  built  up  an  extensive  interstate  business  and 
good  will  in  the  sale  of  said  seat  covers  long  before 
applicant's    first    adoption    of    the    name    "Safe 
Way"  as  applied  to  said  product;  that  said  name 
"Sani-Gard",  under  which  fictitious  name  he  had 
operated    and    still    operates    in    the    sale    of    said 
product,  and  had  become  widely  known  as  the  name 
of  his  business  and  as  indicating  the  source  of  manu- 
facture of  his  said  product,  and  all  of  the  purchas- 
ing public  of  such  toilet  seat  covers,  namely  public 
and  private  corporations  and  concerns  purchasing 
said  seat  covers  for  free  distribution  as  part  of  their 
public  service,  knew  of  this  source  of  manufacture; 
that  when  the  name  "Safe  Way"  was,  as  afore- 
said, adopted  and  used  by  applicant  as  applied  to 
said  seat  covers  it  was  always  used  in  connection 
witli  said  fictitious  name  under  which  he  had  there- 
tofore and  since  has  adopted,   and  none  of  such 
purchasers  could  possibly  under  the  circumstances 
be  confused  or  mistaken    as  to  the  source  of  such 
product  when  in  October,  1933,  applicant  adopted 
and  first  used  the  name   "Safe   Way"   as  afore- 
said; that,  during  all  thi'j  time  during  whidi  appli- 
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cant  built  up  a  business  and  good  will  throughout 
the  United  States  in  the  disti'i])ution  of  seat  covers 
under  said  trademark  ''Safe  Way,"  opposer  well 
knew  of  this  distribution  and  of  the  extensive 
good  will  of  applicant  in  the  sale  of  said  seat  covers 
under  said  trade  name,  and  at  no  time,  notwith- 
standing such  knowledge  and  notice,  did  opposer 
or  any  of  its  predecessors  <iuestion  in  any  manner 
applicant's  title  to  such  tiach-mark  '"Safe  Way" 
as  so  applied,  nor  was  there  any  competition  be- 
tween opposer  and  this  applicant  in  any  way  relat- 
ing to  said  product  of  said  name,  opi)oser  during  all 
such  time,  and  at  the  present  time,  not  soiling  seat 
covers  nor  using  the  name  ''Safeway"  in  comiec- 
tion  therewith;  that  opposer  has  been  guilty  of 
laches  in  not  giving  notice  to  applicant  at  any  time 
during  the  aforesaid  long  continued  use  by  applicant 
of  such  trade-mark  of  its  asserted  rights  to  an 
exclusive  use  of  said  name  and  under  equitable 
principles  is  estopped  now,  after  such  long  delay 
during  which  applicant's  said  interstate  business 
and  good  will  were  built  up,  from  questioning  by 
this  opposition  applicant's  right  and  title  to  said 
name  "Safe  Way"  as  applied  to  seat  covers,  and 
in  this  proceeding  attempting  to  in  effect  avail 
itself  of  and  appropriate  applicant's  business  and 
good  will  in  the  sale  of  seat  covers  under  the  trade- 
mark "Safe  Way." 
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Second  Affirmative  Defense: 

For  a  further  defense  to  said  notice  of  opposition, 
applicant  alleges: 

II 

That  applicant  has  adopted  and  used  extensively 
in  interstate  commerce  the  name  '*Safe  Way" 
as  applied  to  toilet  seat  covers  since  October  28, 
1933,  and  applicant  alleges  on  information  and  be- 
lief that  opposer  has  never  applied  such  name  to  any 
article  of  like  descriptive  properties ;  that  applicant 
has  built  up  a  large  interstate  commerce  in  the 
use  of  said  name  as  so  applied  since  the  time  of 
said  first  adoption  and  use  and  long  before  opposer 
had  extensively  used  the  name  "Safeway"  in 
connection  with  its  said  grocery  stores,  and  long 
before  the  date  of  the  earliest  "specimens"  referred 
to  in  the  communication  dated  May  20,  1944,  of  the 
Examiner  of  Interferences  in  this  proceeding,  and 
to  which  dates  opposer  is  now  limited  by  said  last- 
mentioned  Office  Action ;  that  the  toilet  seat  co-i^^rs 
to  which  applicant  has  so  applied  said  mark  are  not 
suitable  for  sale  in  grocery  stores,  and  are  not  and 
have  not  been  sold  in  stores  of  such  character,  and 
customers  at  such  stores  do  not  associate  opposer 's 
said  name  with  any  article  whatsoever  of  like  de- 
scrix)tive  proi)erties  (of  which  there  are  none)  sold 
iu  opposer 's  said  stores;  that  on  the  contrary  said 
toilet  seat  covers  as  aforesaid  are  only  sold  to  large 
public  companies  or  organizations  which  offer  toilet 
facilities  for  customers,  distributing  said  seat  covei*8 


212  Safeway  Stores,  Inc.  vs. 

Plaintiff's  Exhibit  No.  2— (Continued) 
free  of  charge  as  part  of  said  service,  and  that  none 
of  the  applicant's  customers  or  potential  customers 
have  been  or  could  be  confused  as  to  the  source  of 
manufacture  of  applicant's  product  as  all  are  and 
have  been  continuously  during  the  time  of  appli- 
cant's said  use  of  said  name  sufficiently  advised, 
and  have  always  recognized  ap])licant  as  the  dis- 
tributor of  said  products,  and  have  never  recognized 
opposer  as  a  distributor  of  toilet  seat  covers  under 
any  name;  alleges  on  information  and  belief  that 
opposer  does  not  and  has  not  sold  any  article  in 
its  said  grocery  stores  of  the  same  descriptive  prop- 
erties as  applicant's  toilet  seat  covers,  and  that 
extension  of  opposer 's  said  business  in  operating 
grocery  stores  to  include  the  sale  of  toilet  seat  covers 
is  not  and  would  not  be  a  natural  extension  of  said 
opposer 's  business. 

Third  Affirmative  Defense: 

For  a  further  defense  to  said  notice  of  opposition, 
applicant  alleges: 

III 

.  "Safeway"  is  an  expression  of  such  common- 
place significance  in  the  langiiage  that  its  use  in 
association  with  products  unrelated  to  opposer 's 
business  would  not  be  likely  to,  and  does  not,  sug- 
gest such  ppposer  in  the  mind  of  the  public  in 
.connection  particularly  with  applicant's  toilet  seat 
covers.  Opposer  does  not  deal  in  toilet  seat  covers, 
nor, would  purchasers  expect  to  find  merchandise 
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of  that  character  in  a  chain  grocery  store;  and 
applicant  alleges  that  it  thus  appears  improbable 
that  applicant's  use  of  the  mark  he  seeks  to  register 
would  confuse  the  public  to  opposer's  injuiy — all  as 
decided  by  the  Commissioner  of  Patents  in  Safeway 
Stores,  Inc.  vs.  Southern  Independent  Oil  and  Re- 
fining Company,  Inc.,  January  8,  1941,  reported 
48  U.  S.  P.  Q.  220,  of  which  we  request  the  Exam- 
iner to  take  judicial  notice. 

Fourth  Affirmative  Defense : 

For  a  further  defense  to  said  notice  of  opposition, 
applicant  alleges: 

IV 

That  the  trade-mark  "Safeway"  was  and  has 
been  applied  to  many  kinds  of  articles  of  merchan- 
dise both  of  a  character  which  might  be  sold  in 
chain  grocery  stores,  and  of  a  character  (like  appli- 
cant's said  seat  covers)  which  would  not  be  found 
in  said  grocery  stores  such  as  those  of  opposer,  from 
a  time  long  prior  to  the  first  use  by  opposer  in  its 
alleged  corporate  name,  and  said  name  has  a  com- 
mon place  significance  in  the  language;  and  the 
adoption  and  use  of  said  name  by  opposer  is  in- 
equitable as  attempting  to  trade  upon  the  business 
and  good  will  of  other  prior  trade-mark  registrants 
of  the  name  "Safeway,"  and  such  use  would 
tend  to  confuse  the  public  as  to  the  source  of  manu- 
facture of  merchandise  of  said  prior  registrations. 
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Fifth  Affirmative  Defense: 
"  E^bi*  a  further  defense  to  said  notice  of  opposition, 
'applicant  alleges : 

\(^:K'Sr>"r:  ■' '.   f •  •  •;;. if.:  * 

That  the  word  "Safeway"  is  a  predominating 
'W6rcl  in  ^he  name  of  a  number  of  corporations 
thrchigliout  the  United  States,  and  has  been  used 
many  times  in  so  many  different  ways  that  it  is  no 
more  calculated  to  denote  one  corporation  than  any 
other  corporation. 


Sixth  Affirmative  Defense: 

For  further  defenses  in  law  under  Rule  of  Civil 
Procedure  12  (b)  to  said  notice  of  opposition, 
applicant  alleges: 

VI 

..  (a)  That  the  notice  of  opposition  does  not  state 
a  cause  of  action  or  any  legally  sufficient  ground  for 
opposition,  in  that  the  grounds  stated  for  said 
opposition  are  not  within  the  purview  of  the  Act 
cited  in  paragraph  6.  of  said  notice  of  opposition, 
i.e.,  §5  (b)  of  the  Act  of  1905,  Title  15,  §85,  U.  S. 
Code,  particularly  in  that  the  word  "Safeway" 
\B  no  more  the  name  of  opposer  than  the  word 
"Stores"  or  "Inc.",  and  that  the  statute  cited  does 
not  include  any  reference  to  part  of  a  name  of  a 
cc^rporation,  obviously  on  the  contrary  referring  to 
the  name  of  an  opposer  as  a  whole ;  and  that  it  thus 
appears    from    the    averments    of    said    notice    of 
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opposition  that  the  word  "Safeway"  was  not 
opposer's  name,  but  only  one  word  in  opposer's 
name,  and  applicant's  registration  of  said  name  is 
therefore  not  prohibited  by  the  terms  of  said 
statute  ; 

(b)  That  it  is  not  alleged  in  said  notice  of  op- 
position that  said  name  ''Safeway"  (said  to 
have  been  used  by  opposer  since  1926)  became 
widely  or  otherwise  known  as  a  name  for  opposer's 
stores  in  1927  or  at  any  other  time  prior  to  the 
date  of  adoption  and  used  by  applicant,  i.e.,  Octo- 
ber 28,  1933,  as  hereinbefore  set  forth ;  on  the  con- 
trary, the  specimens  forming  parts  of  or  exhibits 
to  said  notice  of  opposition  show  as  dates  of  said 
widespread  advertisements  of  opposer's  use  of  said 
name  to  have  been  long  after  applicant's  first,  adop- 
tion and  use. 

Wherefore,  applicant  prays  that  said  opposition 
be  dismissed,  and  that  the  registration  of  the  trade*- 
mark  "Safe  Way"  as  described  in  said  applicn- 
tion  be  granted  to  applicant.  :  . 

/s/  WARREN  W.  BUNNELL, 
Applicant. 

/s/  JOSEPH  F.  WESTALL, 
Attorney  for  Applicant. 

JOSEPH  F.  WESTALL 

(Registration  No.  3894) 
702  Wm.  Fox  Building 
608  South  Hill  Street 
Los  Angeles  14,  California. 
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Verification 

State  of  California, 
County  of  Los  Angeles — ss : 

Warren  W.  Bunnell,  being  first  duly  sworn,  de- 
poses and  says  that  he  is  applicant  in  the  foregoing 
Answer*  to  Notice  of  Opposition;  that  he  had  read 
said  answer  and  signed  the  same,  and  knows  the 
contents  thereof;  and  that  the  same  is  true  of  his 
own  knowledge,  except  as  to  the  matters  therein 
stilted  to  be  alleged  n]um  information  and  belief, 
arid  as  to  those  matters  he  believes  it  to  be  true. 

/s/  WARREN  W.  BUNNELL. 

Subscribed  and  sworn  to  before  me  this  31st  day 
of  May,  1944. 

[Seal]        /s/  AGNES  E.  HIGGINS, 
Notixry  Public  in  and  for  County  of  Los  Angeles 
and  State  of  California. 

My  Commission  Expires  July  13,  1947. 

Certificate  Of  Service 

I,  Joseph  P.  Westall,  attorney  for  Warren  W. 
Bumiell,  hereby  certify  that  on  this  2nd  day  of 
June,  1944,  I  served  a  copy  of  the  foregoing 
*' Answer  to  Notice  of  Opposition"  upon  Mida, 
Richards  and  Murray,  537  South  Bearborn  Street, 
Chicago  5,  Illinois,  attorney  of  record  for  Safeway 
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Stores,  Incorporated,  by  regular  mail,  postage  pre- 
paid. 

/s/  JOSEPH  F.  WESTALL. 

JOSEPH  F.  WESTALL 

(Registration  No.  3894) 
702  Wm.  Fox  Building 
608  South  Hill  Street 
Los  Angeles  14,  California. 

[Letterhead] :  Department  of  Commerce,  United 
States  Patent  Office,  Richmond  Va.,  mailed 
June  6,  1944.  Opposition  No.  23281.  Safeway 
Etores,  Incorporated,  vs.  Dunnell. 

Paper  No.  8.  All  communications  respecting  this 
application  should  give  the  serial  number,  date 
of  filing,  title  of  invention,  and  name  of  the 
applicant. 

Records  and  briefs  at  final  hearing  must  be  filed 
as  directed  in  rules  162  and  163. 

Briefs  for  junior  parties  to  be  filed  25  days  before 
final  hearing.  Brief  for  senior  party  to  be  filed  10 
days  before  final  hearing. 

In  contested  trade-mark  cases,  only  a  single  rib- 
bon copy  of  typewritten  briefs  need  be  filed;  and 
where  a  party  seeks  to  have  printing  of  his  testi- 
mony dispensed  with,  in  addition  to  the  original 
transcript  thereof  a  single  typewritten  copy  for 
office  use  and  one  for  each  adverse  party  will  suffice ; 
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but  the  requirements  of  rules  162  and  163  must  be 
otherwise  observed. 

The  answer  of  the  ai)pli<'ant  havine^  boon  filed, 
times  for  takini^  testimony  and  for  final  hearing  are 
set  as  given  l)elo\v.  The  testimony  should  be  taken, 
forwarded  and  printed  in  accordance  with  the  pub- 
lished Rules  of  Practice  of  the  Office  governing 
patent  interference  proceedings. 

Testimony  in  chief  of  Safeway  Stores,  In- 
cor})orated  to  close  August  5,  1944. 

Testimony  of  Dunnell  to  close  September  5, 
1944. 

Rebuttal  testimony  of  Safeway  Stores,  Tn- 
c(>rj)<)ratod  to  close  Se^itenibcr  20,  1944. 

Final  hearing  Decomhcr  20,  1944,  at  10  a.m. 

/s/    A.  D.  BAILEY, 

Examiner  of  Interferences, 
Room  212. 

Hearing:  January  23,  1946.  In  the  United  States 
Patent  Office.  Safeway  Stores,  Incorporated, 
vs.  Warren  W.  Dunnell. 

Appeal    from   Examiner  of  Interferences 

Opposition  No.  23,281  to  registration  of  trade-mark 

of  Warren  W.  Bunnell  for  toilet  seat  covers, 

application  filed  May  19.  1942,  Serial  No.  453,- 

099,  published  March  21,  1944. 

Mida,  Richards  &  Murray  for  Safeway  Stores, 

Incorporated. 

Joseph  F.  Westall  and  Joseph  W.  Milburn  and 
John  R.   Milburn  for  Warren  W,   Dunnell. 
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This  is  an  appeal  from  the  decision  of  the  ex- 
aminer of  interferences  sustaining  the  opposition  of 
Safeway  Stores,  Incorporated,  to  the  application 
of  Warren  W.  Dunnell  for  registration  of  a  trade- 
mark for  "toilet  seat  covers." 

Applicant's  mark  is  essentially  the  notation  ''Safe 
Way."  The  opposition  was  sustained  on  the  ground 
that  the  mark  constitutes  a  substantial  appropria- 
tion of  opposer's  corporate  name. 

In  Safeway  Stores,  Incorporated,  vs.  Safeway 
Opticians.  Inc.,  584  O.  G.  498,  68  U.S.P.Q.  332,  de- 
cided  since  the  aj^peal  in  the  instant  case  was  argued, 
I  found  that : 

"While  'Safeway'  is  not  opposer's  complete 
corporate  name,  it  has  nevertheless  become  so 
identified  with  opposer  that  it  designates  op- 
poser  to  the  mind  of  the  public  in  the  same 
manner,  albeit  to  be  a  lesser  degree,  as  do  the 
letters  'RCA'  designate  Radio  Corporation  of 
America." 

Accordingly,  on  authority  of  Radio  Corporation 
of  America  vs.  Rayon  Corporation  of  America,  31 
C.C.P.A.  808,  139  Fed.  (2d)  833,  I  held  the  word 
nonregistrable.  And  if  "Safeway"  is  nonregis- 
trable,  so  of  course  is  "Safe  Way."  White  Cap 
Co.  vs.  Allied  Stores  Corporation,  503  O.  C.  870, 
41  U.S.P.Q.  554. 

As  stated  in  the  Safeway  Opticians  case,  and  as 
shown  by  the  evidence  here: 
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"Opposer  operates  a  chain  of  more  than  tvvo 
thousand  e^roeery  stores,  which  are  scattered 
through  half  the  States  of  the  Union.  In  them 
it  sells  not  only  groceries,  but  all  such  more 
or  loss  related  items  as  the  public  demands.  It 
has  been  in  business  for  many  years,  and  has 
come  to  l)e  widely  known  merely  as  'Safeway.' 
In  fact,  it  has  almost  invariably  used  that  word 
alone  as  its  name.  And  while  it  may  not  be 
as  universally  recoLrnized  as  is  Radio  Corpora- 
tion of  America,  its  customers  constitute  a  very 
considerable  portion  of  the  American  public." 

Til  that  case,  as  in  this,  oi)pose7'  was  not  dealing 
in  the  pai^ticular  merchandise  for  which  registration 
was  sought;  but  that  fact  was  held  to  be  immaterial. 
Moreover,  as  pointed  out  by  the  examiner  of  inter- 
ferences, opposer  does  sell  such  j)aj)er  products  as 
toilet  tissue  and  paper  towels,  which  are  clearly  of 
the  same  descriptive  properties  as  applicant's  paper 
toilet  seat  covers. 

Applicant  has  been  usinc:  his  mark  since  the  fall 
of  1933,  and  his  sales  have  steadily  increased.  He 
thus  argues  that  because  opposer  must  have  had 
knowledge  of  such  use,  it  is  estopped  by  laches  to 
maintain  this  proceeding.  Referring  to  the  ex- 
aminer's observation  that  "opposer  could  not  file 
an  opposition  to  registration  of  a  trade-mark  until 
application  for  such  registration  had  first  been 
made,"  a]>plicant  says: 

*' Certainly  o]iposer  could  not  file  an  opposi- 
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tion  until  applicant  requested  registration,  but 
during  the  many  years  during  which  applicant 
had  maintained  an  impregnable  title  to  the 
name  'Safe  Way'  as  applied  to  toilet  seat 
covers,  if  opposer  had  been  injured  in  any  way, 
opposer  should  have  instituted  an  unfair  com- 
petition suit," 

But  surely  its  failure  to  sue  did  not  deprive  op- 
poser of  the  statutory  right  to  oppose  the  registra- 
tion of  its  name  as  a  trade-mark.  Presumably, 
opposer  did  not  object  to  applicant's  use  of  the 
mark;  but  the  proposed  registration  would  be  prima 
facie  evidence  of  applicant's  exclusive  ownership  of 
the  term  "Safe  Way,"  not  only  as  applied  to  toilet 
seat  covers,  but  as  applied  to  all  other  goods  of  the 
same  class.  It  seems  to  me  that  if  there  has  been 
laches,  applicant  is  the  guilty  party.  If  he  intended 
to  register  his  trade-mark  he  should  have  done  so, 
as  he  might  have  done,  before  the  word  "Safeway," 
through  extensive  advertising,  had  come  to  be  re- 
garded by  the  public  as  merely  opposer 's  corporate 
name. 

The  decision  of  the  examiner  of  interferences  is 
affirmed. 

/s/  LESLIE  PRAGER, 

First  Assistant  Commissioner. 

April  24,  1946. 

No.  26230-G— Pltfs.  Exhibit  No.  2 

[Endorsed]:  Filed  Mar.  12,  1947,  C.  W.  Cal- 
breath.  Clerk,  by  L.  R.  Elkington,  Deputy  Clerk. 
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Department  of  Commerce 
United  States  Patent  Office 

To  all  persons  to  whom  these  presents  shall  come, 
Greeting : 

This  Is  to  Certify  that  the  annexed  is  a  true  copy 
from  the  records  of  this  office  of  Papers  11  and  16, 
in  the  matter  of  Opposition  Number  23,281,  Safe- 
way Stores,  Incorporated,  vs.  Warren  W.  Bunnell, 
Trade-Mark  for  Toilet  Seat  Covers. 

In  Testimony  AVhereof  I  have  hereunto  set  my 
hand  and  caused  the  seal  of  the  Patent  Office  to  be 
affixed  at  the  City  of  Washington,  this  sixth  day 
of  September,  in  the  year  of  our  Lord  one  thousand 
nine  hundred  and  forty-six  and  of  the  Independence 
of  the  United  States  of  America  the  one  hundred 
and  seventy-first. 

[Seal]  /s/  CASPER  W.  OOMS, 

Commissioner  of  Patents. 
Attest : 

T.  A.  COULTER, 

Acting  Chief  of  Division. 
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In  the  United  States  Patent  Office 
Before  the  Examiner  of  Interferences 

OPPOSITION  No.  23,281 

SAFEWAY  STORES,  INCORPORATED, 

Opposer, 

vs. 

WARREN  W.  BUNNELL, 

Applicant. 

Deposition  of  Milton  L.  Selby 
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In  the  United  States  Patent  Office 
Before  the  Examiner  of  Interferences 

Opposition  No.  23,281 

SAFEWAY  STORES,  INCORPORATED, 

Opposer, 
vs. 


WARREN  W.  BUNNELL, 


Applicant. 


DEPOSITION    OF   MILTON    L.    SELBY 

Deposition  of  witness  produced  and  examined  on 
behalf  of  Safeway  Stores,  Incorporated,  Opposer, 
pursuant  to  the  annexed  notice,  at  the  offices  of 
Safeway  Stores,  Tncorjiorated,  in  Room  403  at  4th 
and  Jackson  Streets,  in  the  City  of  Oakland,  Ala- 
meda County,  California,  on  Tuesday,  August  8, 
1944,  lietween  the  hours  of  10:00  a.m.  in  the  fore- 
noon and  4:30  p.m.  in  the  afternoon  before  Dorothy 
Dillard,  a  notary  public  in  and  for  the  County  of 
Alameda,  State  of  California. 

Present : 

Drummond  Wilde,  Esq.,  in  behalf  of  oposer  Safe- 
way Stores,  Incorporated; 

Joseph  F.  Westall,  Esq..  in  behalf  of  applicant 
Warren  W.  Dumiell. 

Mr.  Westall :  I  imderst.'ind  that  it  i'^  stipulated 
that  each  of  the  parties  to  this  proceeding  will  fur- 
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nish  to  the  other  without  cost  a  copy  of  its  or  his 
testimony  taken  at  this  proceeding-,  and  will,  before 
filing  the  original  of  such  deposition  accord  to  the 
opposite  party  an  opportunity  to  secure  photostatic 
copies  of  any  exhibits  which  may  have  been  offered 
in  evidence,  such  photostats,  however,  being  at  the 
cost  of  the  party  to  whom  they  are  furnished. 
Mr.  Wilde :     I  accept  that  stipulation. 

MILTON  L.  SELBY, 

being  first  duly  sworn,  doth  depose  and  say,  in  an- 
swer to  interrogatories  propounded  to  him  by  Drum- 
mond  Wilde,  Esq.,  Counsel  for  Opposer,  as  follows, 
to- wit : 

Question  1.  What  is  your  name,  address  and 
occupation  ? 

Answer:  My  name  is  Milton  L.  Selby.  My  ad- 
dress is  107  Camino  Don  Miguel,  Orinda,  California. 
My  occupation  is  that  of  an  attorney  in  the  employ 
of  Safeway.  By  that  I  mean  Safeway  Stores,  In- 
corporated, a  Maryland  corporation. 

Q.  2.  How  long  have  you  been  employed  by  Safe- 
way Stores,  Incorporated? 

A.     Since  January  1,  1943. 

Q.  3.  By  whom  were  you  employed  before  that 
date? 

A.  Safeway  Stores,  Inc.,  a  former  California 
subsidiary  of  Safeway  Stores,  Incorporated,  a 
Maryland  corporation. 
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Q.  4.  How  long  were  you  employed  by  Safeway 
Stores,  Inc.,  a  California  corporation? 

A.  From  about  July  5,  1926,  to  December  31, 
1942,  which  is  the  date  on  which  Safeway  Stores, 
Inc.,  a  Califoniia  corporation,  was  liquidated  and 
all  of  its  assets,  business  and  good  will  were  trans- 
ferred and  distributed  to  its  then  parent  coi-pora- 
tion,  Safeway  Stores,  Tncor])orated,  a  Maryland  cor- 
poration, in  complete  liquidation  of  the  former. 

Q.  5.  What  are  your  general  duties  in  your 
present  employment*? 

A.  I  am  the  head  of  the  T^egal  Department  of 
Safeway  Stores,  Incorporated,  and  in  such  (•a!)acity 
I  am  in  charge  of  the  handling  of  all  legal  matters 
pertaining  to  the  bnsiness  and  affaii-s  of  that  com- 
pany and  its  snl)sidiaries.  In  addition,  I  am  the 
Secretary  and  a  Director  of  the  company  and  per- 
form the  duties  incident  to  such  offices. 

Q.  6.  What  were  your  general  duties  in  your 
employment  with  Safeway  Stores,  Inc.,  the  former 
California  subsidiary? 

A.  Substantially  the  same  as  they  are  now,  ex- 
cept that  from  1926  to  1935  I  was  an  attorney  in 
the  employ  of  the  company  but  was  not  the  head 
of  its  legal  depai-tment.  For  a  number  of  years 
prior  to  1943  I  was  also  the  Secretary  and  a  Director 
of  this  former  California  subsidiary  and  performed 
the  duties  incident  to  such  offices. 

Q.  7.  What  is  the  business  of  Safeway  Stores, 
Incorporated  % 
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A.  The  operation  of  a  retail  chain  grocery  sys- 
tem consisting  of  retail  grocery  stores  and  markets, 
warehouses,  offices,  manufacturing  plants  and  other 
facilities.  In  addition,  the  company  supervises  and 
finances  the  operations  of  various  subsidiaries,  some 
of  which  do  business  in  the  United  States  and  others 
of  which  do  business  in  Canada. 

Q.  8.  Under  the  laws  of  what  state  is  Safeway 
Stores,  Incorporated,  organized? 

Mr.  Westall:  Objected  to  as  not  the  best  evi- 
dence, and  further  as  not  identifying  what  Safe- 
way Stores  or  what  corporations  are  referred  to. 

A.     Maryland. 

Mr.  Wilde :     Q.  9.     When  was  it  incorporated  f 

Mr.  Westall:  Objected  to  as  not  the  best  evi- 
dence of  incorporation. 

A.     March  24,  1926. 

Mr.  Wilde:  Q.  10.  I  show  you  this  document 
marked  Exhibit  No.  1  and  ask  you  if  you  can 
identify  it  and,  if  so,  state  briefly  what  it  is. 

Mr.  Westall:  Objected  to  on  the  groimd  that 
t)iis  is  not  the  best  evidence;  the  document  on  its 
face  speaking  for  itself  as  to  its  identity,  and,  fur- 
thermore, as  to  the  document  itself,  that  it  appears 
to  be  a  copy,  not  the  best  evidence  and  not  properly, 
or,  in  fact,  in  any  manner,  certified  by  the  proper 
officer  as  a  true,  complete  and  correct  copy. 

A.  Yes,  I  can  identify  it.  The  document  is  a 
true  and  complete  copy  of  the  certificate  of  incor-.. 
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poration  of  Safeway  Stores,  Incorporated,  a  Mary- 
land corporation,  as  amended  to  date. 

Mr.  Wilde:     Q.  11. 

Mr.  Westall:  Move  to  strike  out  the  answer  so 
far  as  it  asserts  the  fact  of  corporate  existence  and 
the  grounds  heretofore  stated  in  the  ])revions 
objection. 

]Mr.  Wilde:  I  offer  this  document  in  evidence  as 
Opposer's  Exhibit  No.  1. 

Mr.  Westall :  Objected  to  on  the  ,s:ronnds  here- 
tofore stated,  namely,  that  the  document  just  offered 
is  not  the  best  evidence  of  anything  it  may  contain. 

Mr.  Wilde:  Q.  11.  What  records  of  Safeway 
Stores,  Ineoi'i)orated,  are  kept  under  your  super- 
vision ? 

A.  Records  and  documents  of  a  corT)orato  nature 
such  as  minutes  of  Directors  and  Stockholders  Meet- 
ings of  the  company  and  its  subsidiaries,  records 
pertaining  to  claims  and  law  suits  involving  the 
company  and  its  subsidiaries,  various  contracts  and 
agi"eements  to  which  the  company  or  its  subsidi- 
aries is  a  party,  various  other  records,  correspond- 
ence and  documents  pertaining  to  the  l^isiness  and 
affairs  of  the  company  and  its  subsidiaries. 

Q.  12.  What  products  are  sold  by  Safeway 
Stores,  Incorporated  % 

A.  Various  items  of  food,  food  products,  meats 
and  non-food  items  which  are  handled  generally  by 
groieery  stores. 
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Q.  13.  When  was  the  business  of  Safeway  Stores, 
Incorporated,  established  or  founded? 

Mr.  Westall:  Is  counsel  referring-  to  Maryland 
corporation  ? 

Mr.  Wilde:  Safeway  Stores,  Incorporated,  a 
Maryland  corporation. 

Mr.  Westall :  I  understand  from  your  statement 
a  moment  ago  that  the  California  corporation  is  and 
has  been  referred  to  as  Safeway  Stores,  Inc.,  the 
abbreviation  for  "incorporated,"  while  the  Mary- 
land corporation  has  been  distinguished  by  the  name 
Safeway  Stores,  Incorporated,  that  is  correct,  is  it 
not,  Mr.  Wilde? 

Mr.  Wilde:     Yes. 

A.  The  two  main  roots  of  the  business  were 
founded  on  a  small  scale  in  1914  and  1915  and 
through  expansion  and  as  a  result  of  acquisitions, 
consolidations  or  mergers  most  of  which  took  place 
before  1932,  has  grown  to  its  present  size.  From 
1926  until  December  31,  1942,  most  of  the  opera- 
tions of  the  Safeway  organization  in  this  country, 
were  owned  and  operated  directly  by  wholly  owned 
subsidiaries.  At  the  end  of  1942  all  retail  subsidi- 
aries in  this  country  and  all  but  one  manufacturing 
subsidiary  were  liquidated  and  their  assets,  busi- 
ness and  goodwill  were  transferred  and  distributed 
to  the  Maryland  company.  Since  then  all  retail  op- 
erations of  the  organization  in  this  country  have 
been  owned  and  o]ierated  directly  by  the  Maryland 
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company,  which,  since  its  orj^anization  in  1926,  has 
been  the  parent  company  of  the  affiliated  G:roup. 

Mr.  Westall :  I  move  to  strike  out  the  part  of  the 
answer  referring  to  the  years  1914  and  1915  and 
what  happened  at  that  time  as  not  being  put  in 
issue  or  referred  to  in  any  way  in  the  Notice  of 
Opposition  and,  therefore,  not  relevant  or  pertinent 
to  the  present  proceeding,  objecting  to  all  such  mat- 
ter of  such  answer  and  repeating  the  motion  to 
.strike  up  to  the  year  1926. 

Mr.  Wilde:  Q.  14.  During  what  ])eriod  of  time 
has  the  designation  or  name  "Safeway"  been  used 
in  connection  with  the  business  of  the  Safeway  or- 
ganization ? 

Mr.  Westall :  Objected  to  on  the  ground  that  the 
question  is  irrelevant,  immaterial,  the  word,  "Safe- 
way" alone,  not  being  put  in  issue  as  a  trade  name 
or  name  of  a  corporation  alone,  the  opposition  be- 
ing foimded  upon  the  use  by  opposer  of  the  name 
"Safeway  Stores,  Incorporated,"  and  not  the  word 
"Safeway"  alone. 

A.  At  all  times  since  1926,  which  was  after  the 
date  on  which  the  name  of  the  former  California 
subsidiary,  Safeway  Stores,  Inc.,  was  changed  from 
Sam  Seelig  Company  to  Safeway  Stores,  Incoi'po- 
rated ;  the  name  of  this  f onner  subsidiary  was  later 
changed  to  the  abbreviated  form,  Safeway  Stores, 
Inc. 

Q.  15.  In  what  states  does  Safeway  Stores,  In- 
corporated, a  Maryland  corporation,  operate? 
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A.  It  operates  retail  grocery  stores  and  markets 
under  the  name  "Safeway"  and  other  facilities  in 
California,  Oregon,  Washington,  Idaho,  Montana, 
Nevada,  Utah,  Arizona,  New  Mexico,  Colorado,  Wy- 
oming, South  Dakota,  Nebraska,  Kansas,  Missouri, 
Iowa,  Arkansas,  Oklahoma,  Texas,  New  York,  New 
Jersey,  Maryland,  Virginia,  and  the  District  of  Co- 
lumbia. In  most  of  the  states  so  named  it  also 
operates  other  facilities  and  conducts  other  activi- 
ties. In  addition,  it  conducts  seasonal  or  year- 
around  buying  operations  in  many  of  said  states  as 
well  as  in  Wisconsin,  Illinois,  Georgia,  Mississippi, 
Tennessee,  North  Carolina,  South  Carolina,  Louisi- 
ana, Florida,  West  Virginia,  Pennsylvania  and 
Maine.  The  company  is  qualified  to  do  business  iii 
all  of  the  states  so  named  and  the  District  of  Co- 
lumbia. 

Mr.  Westall :  It  is  moved  to  strike  out  the  an- 
swer in  so  far  as  it  refers  to  othei-  states  than  those 
mentioned  in  paragraph  1.  of  the  Notice  of  Oppo- 
sition and  as  to  such  states  is  irrelevant  and  imma- 
terial as  not  within  the  issues  tendered  by  the  No- 
tice of  Opposition.  It  is  also  moved  to  strike  oiit 
the  last  sentence  of  the  answer  as  to  qiialifieations 
to  do  business  as  not  the  best  evidence  of  such  quali- 
fication, no  foundation  having  been  laid  foi'  secon- 
dary evidence,  and  also  as  to  said  last  sentent^ey  i*^ 
f erring  to  and  including  the  names  of  states  not  »et 
forth  in  the  Notice  of  Opposition:  • 

Mr.  Wilde     Q.  16.     How  many  stores  did  i&af^ 
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way  Stoves,  Incorporated,  own  and  operate  at  the 
end  of  1943? 

A.  Two  thousand  three  hundred  thirty-one 
stores  as  of  December  31,  1943,  exclusive  of  one 
hundred  forty-one  stores  in  Canada,  which  are 
owned  and  operated  by  a  Canadian  subsidiary. 

Mr.  Westall:  The  question  is  objected  to  and 
it  is  moved  to  strike  out  the  answer  in  that  the 
question  includes,  apparently,  all  alles:ed  Safeway 
Stores  in  states  not  ])iit  in  issue  or  mentioned  in 
the  Notice  of  Opposition,  and  it  is  moved  to  strike 
out  the  answer  as  immaterial  and  irrelevant  so  far 
as  it  includes  in  the  number  of  stores  any  of  the 
stores  in  the  states  not  listed  in  parapjraph  1.  of  the 
Notice  of  Opposition.  The  same  objection  is  made 
to  the  reference  to  the  numl)er  of  stores  in  Canada 
on  the  ground  that  Canadian  owned  stores  are  of 
no  relevance  or  ])ertinence  whatsoever  in  this  pro- 
ceedin,2:,  are  not  mentioned  in  the  Notice  of  Oppo- 
sition, and  if  intended  to  be  included  in  the  ques- 
tion are  totally  irrelevant  and  immaterial. 

Mr.  Wilde  Q.  17.  Has  there  been  any  material 
change  since  December  31,  1943,  in  the  number  of 
stores  so  owned  and  o]ierated  by  Safeway  Stores, 
Incorporated  ? 

A.  No.  As  of  June  30,  1944,  Safeway  operated 
about  two  thousand  three  hundred  and  twenty-one 
stores  in  this  country. 

Mr.  Westall:  I  move  to  strike  out  the  number 
of  stores  alleged  to  be  so  operated  in  this  coimtry 
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insofar  as  that  number  includes  states  not  mentioned 
in  paragraph  1.  of  the  Notice  of  Opposition. 

Mr.  Wilde  Q.  18.  About  how  many  stores  were 
operated  by  Safeway  in  the  states  and  the  District 
of  Columbia  previously  named  by  you  ? 

Mr.  Westall:  The  same  objection,  as  including 
states  not  put  in  issue  in  the  Notice  of  Opposition. 
Objection  is  also  made  to  the  use  by  coimsel  of  the 
word,  "Safewaj^"  implying  that  that  was  the  full 
name  of  Safeway  Stores,  Incorporated,  which  is  con- 
trary to  the  Notice  of  Opposition. 

A.  About  seven  hundred  and  eight  stores  in  Cali- 
fornia, about  106  stores  in  Oregon,  about  184  stores 
in  Washington,  about  32  stores  in  Idaho,  about  45 
stores  in  Montana,  about  11  stores  in  Nevada,  about 
46  stores  in  Utah,  about  37  stores  in  Arizona,  about 
28  stores  in  New  Mexico,  about  108  stores  in  Colo- 
rado, about  22  stores  in  Wyoming,  about  2  stores  in 
South  Dakota,  about  76  stores  in  Nebraska,  about 
91  stores  in  Kansas,  about  75  stores  in  Iowa,  about 
32  stores  in  Arkansas,  about  100  stores  in  Oklahoma, 
about  152  stores  in  Texas,  about  153  stores  in  New 
York,  about  80  stores  in  New  Jersey,  about  28  stores 
in  Maryland,  about  75  stores  in  Virginia,  about  127 
stores  in  the  District  of  Columbia. 

Mr.  Westall :  I  move  to  strike  out  the  answer  in 
so  far  as  it  refers  to  any  states  not  set  forth  in  Para- 
graph 1.  of  the  Notice  of  Opposition  and  as  entirely 
irrelevant  and  immaterial. 
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Mr.  Wildo  Q.  19.  Under  what  name  are  these 
stores  operated? 

A.  All  of  these  stores  are  operated  under  the 
name  "Safeway." 

Q.  20.  What  were  the  total  sales  of  Safeway 
Stores,  Incorporated,  a  Maryland  corporation,  for 
the  calendar  year  1943? 

A.  The  total  sales  of  this  company  in  1943  were 
$944,555,337.95. 

Q.  21.  In  what  manner  does  the  company  use 
the  name  "Safeway"  in  the  operation  of  its  retail 
stores  ? 

Mr.  Westall:  Ob.iected  to  on  the  groimd  that  the 
assumption  that  the  stores  are  called  "Safeway"  is 
contrary  to  the  Notice  of  Opposition  in  which  it  is 
alleged  that  such  stores  are  called  "Safeway  Stores" 
OF: *f Safeway  Stores,  Inc."  and  not  merely  "Safe- 
way." 

A.  The  name  "Safeway"  alone  is  used  very 
prominently  on  large  store  signs  which  are  attached 
to  or  painted  on  the  outsides  of  the  stores  and  on 
signs  which  ai'e  maintained  at  parking  lots  or  areas 
which  are  located  next  to  many  of  the  stores  and 
which  are  maintained  by  the  company  for  the  con- 
venience of  customers  trading  at  such  stores.  It  is 
also  used  in  extensive  newspaper  advertising  which 
appears  negularly  in  newspapers  which  are  ])ub- 
ILshed  and,  circulated  in  areas  in  which  the  com- 
pany's stores  are  located.  The  name  "Safeway" 
alone  is  used  very  prominently  to  identify  the  stores 
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at  which  the  merchandise  so  advertised  is  offered 
for  sale.    Other  media  of  advertising  such  as  radio 
broadcasts  and  billboards  are  used  frequently  by 
the  company  to  advertise  its  stores  or  some  of  the 
products  sold  by  its  stores  and  the  name  ''Safeway" 
alone  is   used  in   such   advertising  to   identify   its 
stores.   The  name  "Safeway"  alone  is  also  used  by 
the  company  extensively  by  having  it  printed  or 
placed  on  gummed  tape,  gummed  labels,  store  post- 
ers, bags,  cash  register  receipts  and  similar  items . 
which  are   used  in  connection  with  the  operation 
of  its  stores. 

Mr.  Westall:     I  move  to  strike  out  all  parts  of 
the  immediately  preceding  answer  as  irrelevatit  and 
immaterial,  particularly  on  the  ground  that  in  the  • 
office  action  in  this  opposition,  dated  May  20,  1944,  . 
which  was  in  response  to  a  letter  filed  May  18,  1944, 
by  applicant,  it  was  ruled  by  the  Examiner  of  In- 
terference that  the  Opposer  will  be  hereinafter  re-' 
stricted  in  its  proofs  to  the  specimens  or  evidence! 
filed  with  the  Opposition,  namely.  Ad  No.  4967,  farm  '■- 
j^apers,  1939;  Ad  No.  9171,  California  Grange  News, 
November  20,  1940;  Ad  No.  799,  newspapers,  fall 
1941 ;  Ad  No.  9174,  newspapers  1941 ;  and  Ad  No. 
26]  7A,  farm  papers,  1942,  and  that  consequently  all 
parts  of  the  answer  suggesting  further  proof  of 
other  advertisements  or  testimony  of  the  witness' 
that  there  were  such  other  advertisements  or  speci- 
mens or  labels,  signs,  is  contrary  to  the  restriction 
of  the  Examiner  of  Interferences  above  referred  to; 
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that  this  motion  being  also  made  on  the  ground  that 
the  witness'  statement  of  such  advertisements  is  not 
the  best  evidence. 

Mr.  Wilde  Q.  22.  Has  the  name  "Safeway" 
alone  been  used  in  similar  ways  in  the  past  by  the 
company  and  its  former  subsidiaries  to  identify  its 
business  and  stores? 

Mr.  Westall:  Objected  to  on  the  ground  ampli- 
fied in  the  immediately  preceding  objection,  i.e.,  that 
the  question  contemplates  going  out  of  and  ))eyond 
the  restriction  as  to  proof  in  the  office  action  of  May 
20,  1944,  in  this  proceeding. 

A.     Yes,  for  a  number  of  years. 

Mr.  Wilde  Q.  23.  ^Yhat  sums  of  money  have 
been  expended  by  the  company  and  its  former  sub- 
sidiaries for  such  purposes? 

Mr.  Westall :  Objected  to  on  the  ground  that  the 
question  refers  to  and  includes  money  expended  by 
the  company  and  alleged  subsidiaries  for  advertising 
beyond  the  advertising  to  which  the  proceeding  has 
been  restricted  in  said  office  action  of  May  20,  1944. 

A.  I  do  not  know  the  exact  amount  so  expended 
up  to  the  present  time,  but  by  reason  of  my  connec- 
tion with  the  company  and  its  former  subsidiaries 
for  a  number  of  years  I  know  that  the  amomits  of 
money  so  expended  have  been  substantial  and  would 
total  many  millions  of  dollars.  In  1943  the  total 
amount  expended  by  the  company  for  advertising  of 
all  kinds  am.ounted  to  $3,631,561.35.  A  very  large 
part:of  the  amount  so  expended  in  1943  was  for  ad- 
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vertising  in  which  the  name  ** Safeway"  alone  was 
used  to  identify  the  stores  operated  by  the  company. 

Mr.  Westall :  Move  to  strike  out  the  part  of  the 
answer  referring  to  the  use  of  "Safeway"  alone  as 
contrary  to  the  issues  raised  in  the  Notice  of  Oppo- 
sition, and,  hence,  irrelevant  and  immaterial. 

Mr.  Wilde  Q.  24.  In  what  manner  and  to  what 
extent  is  the  name  "Safeway"  alone  used  by  the 
company  to  identify  the  corporation  and  its  busi- 
ness % 

Mr.  Westall :  Insofar  as  the  question  relates  to 
any  of  the  advertising  matter  other  than  filed  with 
the  Notice  of  Opposition  and  to  which  Opposer  i« 
limited  by  the  office  action  of  May  20,  1944,  the 
question  is  objected  to,  as  irrelevant  and  immaterial, 
and  a  violation  of  said  restriction. 

A.  The  name  "Safeway"  alone  is  used  very 
prominently  on  large  store  signs  which  are  attached 
to  or  painted  on  the  outsides  of  the  stores  and  on 
signs  which  are  maintained  at  parking  lots  or  areas 
which  are  located  next  to  many  of  the  stores  and 
which  are  maintained  by  the  company  for  the  con- 
venience of  customers  trading  at  such  stores.  The 
name  "Safeway"  alone  is  used  very  prominently 
in  extensive  newspaper  advertising  which  appears 
regularly  in  newspapers  which  are  published  and 
circulated  in  areas  in  which  the  company's  stores 
are  located  to  identify  the  stores  at  which  the  mer- 
chandise so  advertised  is  offered  for  sale.  Other 
media  of  advertising  such  as  radio  broadcasts  and 
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billboards  are  used  frequently  by  the  company  to 
advertise  its  stores  or  some  of  the  products  sold  by 
its  stores  and  the  name  "Safeway"  alone  is  used  in 
«uch  advertising  to  identify  snch  stores.  The  name 
** Safeway"  alone  is  also  nsed  l)y  the  company  ex- 
tensively through  having  it  printed  or  placed  on 
gummed  tape,  gummed  labels,  store  posters,  bags, 
cash  t-egister  receipts  and  similar  items  which  are 
used  in  connection  with  the  operation  of  its  stores. 

Mr,  Westall :  I  move  to  strike  out  the  testimony 
relating  to  methods  of  advertising  the  name  "Safe- 
way" alone  and  also  all  parts  of  the  answer  refer- 
ring to  any  advertising  other  than  the  specimens  of 
advertising  to  which  Opposer  is  limited  in  said  office 
action  of  May  20,  1944. 

Mr.  Wilde  Q.  25.  By  what  n;inic  is  the  com- 
pany known  generally  to  the  purchasing  public? 

Mr.  Westall :  Objected  to  on  the  ground  that  the 
witness  has  not  been  qualified  to  testify  concerning 
by  what  name  the  company  is  known  generally  to 
the  purchasing  public  and  such  answer,  obviously, 
would  only  amount  to  a  surmise  by  the  witness. 
.  A.  The  company  and  its  business  is  knowTi  gen- 
erally to  the  purchasing  public  by  the  name  "Safe- 
way" by  reason  of  the  long  continued  and  extensive 
use  of  the  name  "Safeway"  alone. 

Mr.  Wilde  Q.  26.  How  do  you  know  that  the 
company  and  its  business  is  generally  known  to  the 
purchasing  public  by  the  name  "Safeway?" 

Mr.  Westall:    Objected  to  as  incompetent,  irrele- 
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vant  and  immaterial,  and  also  on  the  ground  here- 
tofore amplified  in  objection  to  other  similar  ques- 
tions. 

A.  I  know  this  by  reason  of  my  numerous  busi- 
ness and  social  associations  both  in  California  and 
in  other  parts  of  the  country  over  a  period  of  years 
with  many  jieople  who  are  not  employed  by  or  con- 
nected with  the  company  or  any  of  its  subsidiaries. 
In  referrins:  to  the  company  in  the  course  of  ray 
conversations  with  such  people,  many  of  whom  were 
not  known  to  me  previously,  I  have  referred  to  the 
company  by  the  name  "Safeway"  alone,  and  such 
people  have  known  immediately  that  I  was  refer- 
ring to  the  company  and  its  business.  In  addition, 
as  a  result  of  the  long-continued  and  extensive  use 
of  the  name  "Safeway"  alone  on  store  signs,  in  ad- 
vertising, and  by  other  means  to  identify  the  com- 
pany and  its  business,  it  is  my  opinion  and  belief 
that  there  would  be  very  few,  if  any,  people  in  the 
locality  in  which  the  company  does  business  who 
would  not  know  that  the  name  "Safeway"  alone 
means  or  refers  to  the  company  and  its  business. 
The  people  buying  or  trading  in  such  localities  know 
that  the  name  "Safeway"  alone  identifies  the  com- 
pany its  its  business  as  they  see  the  name  on  store 
signs  and  in  newspaper  advertisements.  Those  who 
trade  with  Safeway  would  also  see  the  name  as  used 
in  connection  with  the  sale  of  merchandise  in  the 
retail  stores.  The  farmers,  producers,  manufactur- 
ers and  other  suppliers  from  whom  Safeway  pur- 
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chases  merchandise  for  distribution  in  its  stores,  and 
the  many  concerns  with  which  Safeway  does  busi- 
ness in  connection  with  the  operation  of  its  stores 
know  that  the  word  "Safeway"  alone  identifies  the 
company  and  its  business. 

Mr.  Westall :  It  is  moved  to  strike  out  all  refer- 
ences in  the  immediately  preceding  answer  to  store 
sig^ns  and  advertising  other  than  those  to  which 
Opposer  has  been  limited  by  the  office  action  of 
j\[ay  20,  1944,  and  also  it  is  moved  to  strike  out 
the  statement  of  the  opinion  of  the  witness  as 
obviously  not  qualified  to  say  whether  the  public 
at  large  oi-  any  great  proportion  of  them  knew  of 
tlic  company  otherwise  than  as  "Safeway  Stores, 
Inc.,"   or  "Safeway   Stores,   Incorporated." 

Mr.  Wilde:  Q.  27.  I  show  you  this  document, 
marked  Exhibit  No.  2,  and  ask  if  you  can  identify 
it,  and,  if  so,  tell  what  it  is. 

A.  This  is  a  certified  copy  of  the  Articles  of 
Incorporation  of  Safeway  Stores,  Inc.,  of  Nevada, 
formerly  a  Nevada  subsidiary  of  the  Maryland 
companj^  and  now  dissolved.  The  name  of  this 
former  subsidiary  was  originally  Skaggs-Safeway 
Stores,  Incorporated,  the  name  having  been  changed 
to  Safeway  Stores,  Incorporated,  in  1929,  and  later 
in  1941  to  Safeway  Stores,  Inc.,  of  Nevada.  This 
former  subsidiary  began  business  in  1926  and  prior 
to  its  dissolution  on  December  31,  1942,  this  former 
subsidiary  owned  and  ojierated  under  the  name 
"Safeway"   alone   a   large   number  of  stores  now 
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owned  and  operated  by  the  Maryland  company,  such 
stores   being   located   in    a   number    of   the    states 
previously  named  by  me. 

Mr.  Westall:  We  move  to  strike  out  the  state- 
ment regarding  when  the  former  subsidiary  began 
business  and  also  the  statement  of  its  operation 
under  the  name  "Safew^ay"  alone  as  irrelevant 
and  immaterial,  not  within  the  issues  raised  in 
the  Notice  of  Opposition  and  being  advertising 
matter  outside  of  the  restriction  of  the  office  action 
of  May  20,  1944. 
Mr.  Wilde:  I  offer  exhibit  No.  2  in  evidence. 
Mr.  Wilde:  Q.  28.  I  show  you  this  document 
marked  Exhibit  3  and  ask  if  you  can  identify  it, 
and,  if  so,  state  what  it  is. 

A.     This  is  a  certified  copy  of  the  Articles  of 
Incorporation   of   Safeway   Stores,   Inc.,   formerly 
a  California  subsidiary  of  the  Maryland  company 
and  now  dissolved.     The  name  of  this  former  sub- 
sidiary was   originally   Sam   Seelig   Company,   the 
name  having  been  changed  to  Safeway  Stores'  In- 
corporated,  in   1925,   and  later,   in   1934,   to   Safe- 
way  Stores,   Inc.     This   former   subsidiary   began 
))usiness  in  1914  and,  in  3926,  after  its  name  had 
been  changed  to  Safeway  Stores,  Incorporated,  it 
started  to  use  the  name  ''Safeway"  alone  on  many 
of  the  stores  owned  and  operated  by  it  and  con- 
tinued the  use   of  this  name   until   December   31, 
1942,   when   these   stores   and   the   assets,    business 
and  good  will  of  said  corporation,  were  transferred 
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and  distributed  in  liquidation  to  the  Maryland  com- 
pany.    This   former  subsidiary  operated   in   Cali- 
fornia and  for  several  years  in  the  Territory  of 
Hawaii. 

Mr.  Westall:  I  move  to  strike  out  any  refer- 
ence to  any  date  prior  to  1926  as  not  within  the 
issues  of  this  Interference,  the  same  objection 
being  made  to  the  use  of  the  name  ''Safeway" 
alone  as  being  irrelevant  and  inunaterial  and  out- 
side the  scope  of  the  ruling  of  the  Examiner  of 
Interference  in  office  action  of  May  20,  1944. 

Mr.  Wilde:  The  Opposer  offers  Exhibit  No.  3 
in  evidence. 

Mr.  Wilde:  Q.  29.  T  show  you  this  document 
marked  Exhibit  No.  4  and  ask  if  you  can  identify 
it,  and,  if  so,  state  what  it  is. 

A.  This  is  a  certificate  of  the  Secretary  of  the 
State  Tax  Commission  of  the  State  of  Maryland, 
certifying  to  the  fa^t  that  Safeway  Stores,  Incov- 
l)orated,  is  incorporated  under  the  laws  of  the 
State  of  Maryland;  that  it  was  in  existence  and 
in  good  standing  on  the  date  of  the  certificate. 

Mr.  Wilde:  The  Opposer  offers  Exhibit  No.  4 
in  evidence. 

Mr.  Wilde:  Q.  30.  During  what  period  of 
time  has  Safeway  Stores,  Incorporated,  and  its 
predecessors  used  the  name  "Safeway"  to  identify 
these  stores  and  this  business? 

Mr.  Westall:  Objected  to  on  the  grounds  im- 
mediately   above    amplified    in    objection    to    like- 
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questions,  namely,  as  irrelevant  and  immaterial  and 
contrary  and  outside   of  the  issues  raised   in  the 
Notice  of  Opposition. 

A.  The  name  "Safeway"  was  first  placed  in 
use  by  the  former  California  subsidiary  in  1926, 
and  thereafter  the  use  of  the  name  was  gradually 
extended  to  all  stores  operated  by  the  company 
and  its  predecessors. 

Mr.  Westall:     The  same  objections. 

Mr.  Wilde:  Q.  31.  I  show  you  these  photo- 
graphs marked  Exhibits  Nos.  5  to  No.  8,  inclusive, 
and  ask  if  you  can  identify  them,  and,  if  so,  state 
briefly  what  they  purport  to  be. 

A.  Exhibit  No.  5  is  a  photograph  of  Safeway 
Store  No.  371  at  305  South  Logan,  Denver,  Colo- 
I'ado.  Exhibit  No.  6  is  a  photograph  of  Safeway 
Store  No.  846  at  15  Ocean  Avenue,  San  Fian- 
cisco,  California.  Exhibit  No.  7  is  a  photograph 
of  a  Safeway  Store  located  at  4922  Swope  Park- 
way, Kansas  City,  Missouri.  Exhibit  No.  8  is  a 
photograph  of  Safeway  Store  No.  55  at  115  No. 
First  Street,  Tucumcari,  New  Mexico. 

Mr.  Wilde:  The  Opposer  offers  Exhibits  Nos. 
5  to  8,  inclusive,  in  evidence. 

Mr.  Westall:  Each  of  these  exhibits  is  objected 
to  on  the  ground  that  they  are  apparently  speci- 
nients  or  labels,  duplicates  of  which  have  not  been 
attached  to  the  Notice  of  Opjiosition  and  are,  there- 
fore, not  within  the  restriction  imposed  by  the 
Examiner  of  Interferences  in  office  action  of  May 
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20,  194-t,  and  are,  therefore,  irrelevant  and  im- 
material, and,  furthermore,  are  not  within  the 
issues  raised  by  the  pleadings  in  this  case,  and, 
furthermore,  the  mtness  has  not  been  qualified 
to  testify  to  the  accuracy  of  the  photographs,  nor 
has  he  identified  when  they  were  made. 

Mr.  Wilde:  Q.  32.  Have  you  seen  stores  oper- 
ated l)y  Safeway  in  California  and  other  parts  of 
the  country?  A.     I  have. 

Q.  33.  Are  the  stores,  the  ])h()tographs  of  which 
have  been  identified  and  offered  in  evidence  as 
Exhibits  Nos.  5  to  8,  inclusive,  fairly  representa- 
tive of  the  type  of  stores  operated  by  Safeway? 

Mr.  AVestall :  Objected  to  as  incompetent,  irrele- 
vant and  immaterial,  and  not  identifying  subject 
matter  of  the  photographs,  and  also  as  not  within 
the  restriction  of  office  action  of  May  20,  1944. 

A.  I  have  seen  completed  store  buildings  occu- 
pied by  stores  of  Safewaj^  Stores,  Incorporated, 
in  most  of  the  states  in  which  it  ojierates  stores, 
and  the  stores  which  I  have  seen  are  similar  to 
the  stores  whose  photographs  are  contained  in 
Exhibits  5  to  8,  inclusive.  The  stores  which  I  have 
seen  have  carried  the  sign  *' Safeway"  on  the  store 
and  in  many  cases  on  the  parking  lot  adjacent  to 
the  store.  In  addition,  it  has  been  a  part  of  my 
duties  with  Safeway  to  examine  blueprints  and 
drawings  for  new  stores  and  blueprints  showing 
the  fixture  layouts  for  these  stoies  and  the  drawings 
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so   examined   have   carried   the   name    "Safeway" 
on  the  store. 

Mr.  Westall:  The  answer  is  objected  to  as  not 
responsive  to  the  question  and  also  as  irrelevant 
and  immaterial,  and,  furthermore,  not  the  best 
evidence  regarding  any  blueprints  or  drawings  or 
signs  and  as  going  beyond  the  restriction  contained 
in  the  office  action  of  May  20,  1944. 

Mr.  Wilde:  I  will  stipulate  that  the  objection 
and  the  ground  for  the  same  which  you  have  made 
to  the  effect  that  the  exhibits  offered  in  evidence 
are  not  within  the  scope  of  the  restriction  of  the 
office  action  of  May  20,  1944,  with  respect  to  each 
and  all  of  the  exhibits  numbered  9  to  41,  inclusive, 
which  I  propose  to  have  identified  and  offer  in 
evidence.  It  being  also  stiinilated  that  when  said 
exhibits  have  been  identified  each  of  them  will  be 
regarded  as  having  been  offered  in  evidence  by  tL(3 
Opposer,  subject  to  the  objection  mentioned  above. 

Mr.  Westall:  The  stipulation  is  accepted,  it 
being  assumed  that  counsel  will  briefly  through 
the  VN^itness  identify  each  of  the  exhibits  so  that 
the  matter  may  appear  of  record  and  that  there- 
after it  will  be  not  necessary  for  me  to  repeat  or 
amplify  of  record  the  objections  referred  to  to 
each  of  said  exhibits. 

Mr.  Wilde :     This  stipulation  is  acceptable  to  me. 

Mr.  Wilde:  Q.  34.  I  show  you  these  papers 
mnrked  Exhibits  Nos.  9  to  11,  inclusive,  and  ask 
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you   if   you   can   identify   them,   and,   if   so,   state 
briefly  what  they  are. 

A.  Exhibit  No.  9  is  a  reproduction  of  a  Brown 
Derby  Beer  advertisement  which  was  published  in 
various  Arizona  newspapers  in  1943,  ad  No.  4056. 
Brown  Derby  Beer  is  brewed  and  bottled  by  vari- 
ous breweries  and  is  handled  by  Safeway  alone. 
Exhibit  No.  10  is  a  reproduction  of  an  advertise- 
ment regarding  a  new  Safeway  buying  set-up  for 
farm  products  which  was  pulilished  in  various  farm 
pa])ers  in  1943.  This  bears  the  designation,  '*Ad 
No.  4203 A."  Exhibit  No.  11  is  a  reproduction  of 
the  general  form  and  set-up  of  a  Safeway  advertise- 
ment planned  for  publication  in  various  news- 
papers during  the  week  beginning  Monday,  Feb- 
I'uary  28,  1944.  The  above  three  exliibits  show 
the  use  of  the  name  "Safeway"  as  a  designation  for 
the  company. 

Mr.  Wilde:  Q.  35.  I  show  you  this  grouj)  of 
newspaper  tear  sheets  marked  Exhibits  Nos.  12 
to  41,  inclusiA-e,  and  ask  you  if  you  can  identify 
them,  and,  if  so,  state  briefh^  what  they  are. 

A.  These  are  tear  sheets  containing  retail  price 
advertising  used  by  the  company  Avitli  the  name 
"Safeway"  as  the  sole  desigTiation  for  the  com- 
pany, which  appeared  in  the  following  newspapers 
on  the  dates  given :  The  Enid,  Oklahoma,  Morn- 
ing News,  June  2,  1944,  Exhibit  No.  12;  The  Okla- 
homa City  Times,  June  2,  1944,  Exhibit  No.  13; 
The  El  Dorado,  Kansas,  Times.  June  1,  1944,  Ex- 
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hibit  No.  14;  The  Tacoma,  Washington,  News 
Tribune,  June  1,  1944,  Exhibit  No.  15 ;  The  Seattle, 
Washington,  Times,  June  1,  1944,  Exhibit  No.  16; 
The  Lewiston,  Idaho,  Morning  Tribune,  June  2, 
1944,  Exhibit  No.  17 ;  The  Grand  Island,  Nebraska, 
Daily  Independent,  May  30,  1944,  Exhibit  No.  18; 
The  Evening  World  Herald,  Omaha,  Nebraska,  May 
31,  1944,  Exhibit  No.  19 ;  The  Evening  Star,  Wash- 
ington, D.  C,  June  1,  1944,  Exhibit  No.  20;  The 
Bronx  Home  News,  New  York  City,  June  1,  1944, 
Exhibit  No.  21;  The  Herald  Statesman,  Yonkers, 
New  York,  June  1,  1944;  Exhibit  No.  22;  The  Ber- 
gen Evening  Record,  New  Jersey,  June  1,  1944, 
Exhibit  No.  23;  The  Arizona  Republic,  Phoenix, 
Arizona,  May  31,  1944,  Exhibit  No.  24;  The  Post 
Register,  Idaho  Falls,  Idaho,  June  2,  1944,  Exhibit 
No.  25;  The  Salt  Lake  Tribune,  Salt  Lake  City, 
Utah,  June  3,  1944,  Exhibit  No.  26;  The  Billings, 
Montana,  Gazette,  May  31,  1944,  Exhibit  No.  27; 
The  Great  Falls,  Montana,,  Leader,  June  1,  1944, 
Exhibit  No.  28;  The  Daily  Sentinel,  Grand  Junc- 
tion, Colorado,  June  2,  1944,  Exhibit  No.  29;  the 
Wyoming  Leader,  Cheyenne,  Wyoming,  June  3, 
1944,  Exhibit  No.  30 ;  The  Tribune-Sun,  San  Diego, 
California,  June  1,  1944,  Exhibit  No.  31;  The  Ore- 
gori  Journal,  Portland,  Oregon,  May  31,  1944,  Ex- 
hibit No.  32;  The  Medford,  Oregon,  Mail  Tribune, 
June  1,  1944,  Exhibit  No.  33;  The  Kansas  City, 
Missouri,  Times,  June  2,  1944,  Exhibit  No.  34;  The 
To})eka,  Kansas,  Daily  Capital,  June  2,  1944,  Ex- 
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hibit  No.  35;  The  Wichita,  Kansas,  Beacon,  June 
1,  194J,  Exhibit  No.  36;  The  Humboldt  Times, 
Eureka,  California,  June  2,  1944,  Exhibit  No.  37; 
Tlie  San  Francisco,  California,  Examiner,  June  1, 
1944,  Exhibit  No.  38 ;  The  Fresno,  California,  Bee, 
May  30,  1944,  Exhibit  No.  39;  The  I.os  Angeles 
Herald  Express,  May  31,  1944,  Exhibit  No.  40; 
The  Ventura,  California,  County  Star-Free  Press, 
May  31,  1944,  Exhil)it  No.  41. 

Mr.  Wilde:  The  Opposcr  offers  exhibits  Nos. 
9  1o  41,  inclusive,  in  evidence. 

Mr.  Wilde:  Q.  3().  In  whnt  wa\s  would  Safe- 
way l)e  damaged  or  injured  by  the  use  and  regis- 
tration liy  Warren  W.  Dumicll  of  his  pending 
ap])lication  for  the  registration  of  the  trademark 
"Safeway"  for  use  on  toilet  seat  covers? 

A.  Safeway  handles  and  sells  in  its  stores  vari- 
ous paper  products  such  as  toilet  tissue,  paper 
towels  and  paper  napkins,  in  addition  to  other 
numerous  items  of  merchandise  whicli  are  generally 
sold  in  retail  grocery  stores.  The  use  of  the  name 
'* Safeway"  on  toilet  seat  covers  manufactured  or 
distributed  by  the  applicant  in  tliis  matter  or  any 
concern  other  than  Safeway  would,  in  my  opinion, 
cause  members  of  the  purchasing  ]3ublic  in  the 
territory  in  which  Safeway  operates  to  believe  that 
such  toilet  seat  covers  are  manufactured  or  distiib- 
uted  by  Safeway  or  an  affiliate  when  such  is,  in 
fact,  not  the  case,  and  the  applicant  or  such  other 
concern  would  thereby  be  trading  upon  the  good 
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will  which  has  been  created  and  built  u})  by  Safe- 
way at  a  very  substantial  cost  for  the  name  "Safe- 
way" alone  as  applied  to  its  stores  and  business. 
The  registration  and  the  use  of  the  name  "Safe- 
way" for  toilet  seat  covers  by  the  applicant  in  this 
matter  or  any  concei'n  other  than  Safeway  would, 
in  my  opinion,  encourage  and  foster  the  adoption 
and  use  of  this  name  on  other  products  and  would 
thereby  impair  and  furth.er  damage  the  good  will 
created  and  built  up  by  Safeway  in  connection 
with  the  word  "Safeway"  alone  as  applied  to  its 
stores  and  business.  In  addition,  Safeway  would 
be  forced  to  expend  additional  sums  of  money  and 
valuable  time  of  members  of  its  staff  would  be  used 
to  restrain  such  infringements  as  it  is  Safeway 's 
policy  to  vigorously  protect  its  legal  and  equitable 
rights  to  the  exclusive  use  of  the  name  "Safeway" 
as  against  those  who  see  fit  to  trade  or  attempt 
to  trade  upon  such  good  will  by  the  adoption  and 
use  of  the  name  "Safeway"  or  some  substantially 
similar  name  or  word  as  a  trademark  to  identify 
merchandise. 

Q.  37.  Has  Safeway  or  any  of  its  predecessors 
ever  given  Warren  W.  Bunnell  permission  to  use 
the  name  ""Safeway"  on  toilet  seat  covers  or  any 
other  item  of  merchandise?  A.     No. 

No.  38.  Although  toilet  seat  covers  may  not 
now  be  handled  by  Safeway,  is  it  in  your  opinion 
l)ossible  or  probable  that  this  item  of  merchandise 
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may  later  be  handled  by  Safeway  and  other  retail 
grocery  stores  or  other  types  of  retail  stores'? 

A.  Yes.  The  tendency  in  the  retail  merchan- 
dising field  has  been  to  add  new  items  to  those 
usually  handled  and  in  the  case  of  Safeway  it  is 
our  policy  to  add  new  items  in  our  general  line 
which  we  are  equipped  to  handle  and  for  which 
theer  is  an  adequate  demand  to  justify  our  stock- 
ing tlio  same  for  sale.  For  example,  many  grocery 
scores  are  now  handling  beer,  wine,  liquor,  house- 
hold remedies,  vitamin  and  mineral  preparations 
and  other  items  which  wei-e  formerly  not  stocked 
l)v  grocery  stores. 

No.  39.  Was  the  purported  use  by  Warren  W. 
Dunnell  of  the  name  "Safeway"  on  toilet  seat 
covers  known  to  Safeway  before  notice  of  Mr. 
Dimnell's  application  in  this  matter  to  register 
this  name  came  to  Safeway's  attention? 

A.  No,  not  to  my  knowledge,  or  according  to 
any  information  which  is  in  my  possession. 

Q.  40.  If  such  use  had  been  known  to  Safeway, 
is  it  likely  that  you  would  have  been  informed  of  it? 

A.  Yes.  It  is  the  policy  and  practice  of  Safe- 
way to  have  such  matters  referred  promptly  to 
the  legal  department,  of  which  I  am  the  head. 

Q.  41.  When  you  referred  to  the  dissolutions 
and  liquidations  of  the  retail  subsidiaries  at  the 
end  of  1942  will  you  please  tell  me  whether  or  not 
these  retail  subsidiaries  were  going  concerns  at 
the  time  they  transferred  their  assets,  properties, 
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business  and  good  will  to  the  Maryland  company? 

A,  These  subsidiaries  were  all  going  concerns, 
carrying  on  retail  store  operations  and  other  activi- 
ties under  the  name  ''Safeway"  in  the  territories 
in  which  they  operated. 

Mr.  Wilde:  That  is  all  the  direct  examination 
I  have  for  the  witness. 

Cross-Examination 
By  Mr.  Westf all : 

XQ.  42.  In  your  answer  to  question  13  you 
stated  from  1926  until  December  31,  1942,  most 
of  the  operations  of  the  Safeway  organization  in 
this  country  were  owned  and  operated  directly 
by  wholly  owned  subsidiaries.  By  operations  did 
you  not  mean  stores  % 

A.  I  meant  all  of  the  operations  carried  on 
by  the  company. 

XQ.  43.  In  other  words,  the  buying  and  sell- 
ing you  mean  were  the  things  that  were  owned, 
or  was  it  the  stores  that  were  owned  % 

A.  Both  were  owned  and  operated  by  the  sub- 
sidiaries. The  Maryland  corporation  acted  purely 
as  a  holding  company  during  most  of  that  period. 

XQ.  44.  By  that  you  mean  as  a  stockholding 
company,  do  you  not? 

A.  Yes.  The  Maryland  corporation  owned  all 
of  the  issued  and  outstanding  capital  stock  of  the 
subsidiaries  which  owned  and  operated  the  retail 
stoers  and  other  facilities  and  carried  on  the  busi- 
nesses therein. 
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■  XQ.  45;     In  the  states  which  yow  have  mentioned  ? 
.  ;A.     In:  the  states  which  I  have  mentioned.    The 
operations .  in   the   states   of   New  York   and   New 
Jersey;  have  at  all  times  l^een  carried  on  directly 
by  the  Maryland  corporation. 
.  XQ.   46.  .  Do   you   know   when    the    New   York 
corT30 ration  was  formed? 

A.  There  has  never  been  a  New  York  corpora- 
tion. Those  operations  have  at  all  times  been  car- 
ried on  directly  by  the  Maryland  corporation.  The 
operations  in  New  York  and  New  Jersey  com- 
menced in  August,  1941. 

XQ.  47.  And  then  it's  correct  to  say  that  in 
all  of  the  corporations  in  all  the  other  states  which 
you  have  mentioned  the  ownership  of  the  Mary- 
land corporation  predicated  on  the  ownership  of 
stock  in  all  these  corporations,  is  that  correct? 

A.  Yes,  until  such  time  as  the  assets,  business 
and  fjood  will  of  these  corj)orations  were  trans- 
ferred to  it. 

XQ.  48.     When  was  this  transfer  made? 

A,  The  transfer  was  made  on  December  31, 
1942,  with  the  exception  of  the  business  in  the 
State  of  Utah,  which  was  transferred  to  the  Mary- 
land corporation  in  1941.  Operations  in  Oklahoma 
and  Arkansas  were  transferred  to  the  Maryland 
corporation  shortly  after  the  assets  in  Utah  were 
acquired  by  it. 

XQ.  49.  In  your  answer  to  question  13  you  say, 
"At  the  end  of  1942  all  retail  subsidiaries  in  this 
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eoimtiy  and  all  but  one  manufacturing  subsidiary 
were  liquidated  and  their  assets,  business  and  good 
will  were  transferred  to  the  Maryland  company." 
Which  one,  or  please  identify  the  excepted  one. 

A,  Sutter  Packing  Company,  which  operates  a 
fruit  and  vegetable  cannery  at  Palo  Alto,  Cali- 
fornia. 

XQ.  50.     Not  under  the  name  of  Safeway  Stores? 

A.     No,  sir. 

XQ.  51.  Are  there  any  stores  to  your  knowl- 
edge operating  in  any  state  using  the  name  "Safe- 
way" that  are  not  owned  by  Opposer  Maryland 
corporation"?  A.     Not   to  my   knowledge. 

XQ.  52.  Are  there  any  stores  incorporated  in 
any  state  under  the  name  "Safeway"'  or  "Safeway 
Stores"  which  are  not  wholly  owned  by  Opposer 
Maryland  corporation? 

A.     Not   to  my   knowledge. 

XQ.  53.  It  is  a  fact,  is  it  not,  that  Opposer 
Safeway  Stores,  Incorporated,  or  any  of  its  said 
subsidiary  companies  in  any  state,  never  manu- 
factured or  caused  to  be  manufactured  imj  toilet 
seat  covers'?  A.     That  is  correct.  ■ 

XQ.  54.  Has  Opposer  Safeway  Stores,  Incor- 
porated, ever  sold  or  offered  for  sale  in  any  of  its 
said  retail  stores  as  mentioned  in  paragraph  1  of 
tlio  Notice  of  Opposition,  any  toilet  seat  covers? 

A.     Not  to  my  knowledge. 

XQ.  55.  As  a  matter  of  fact,  it  is  true,  is  it 
not,  that  Opposer  and  none  of  its  subsidiary  com- 
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panics,  have  never  offered  for  sale  toilet  seat  covers 
under  any  name? 

A.  That  is  true  to  the  best  of  my  knowledge. 
However,  they  may  have  been  carried  in  stock  in 
some  stores  without  my  knowledge. 

XQ.  56.  Do  you  know  who  has  charge  of  the 
Safeway  Stores,  Incorporated,  purchasing  depart- 
ment, in  Los  Angeles? 

A.  I  believe  it's  Mr.  E.  S.  Wright,  operating 
undei'  Ralph  Pringle,  our  Division  Manager. 

XQ.  57.  Is  there  a  man  by  the  name  of  J.  B.  A. 
Brcnnan  in  charge  of  or  connected  with  the  Pur- 
chasing Department  of  Safeway  Stores  at  Los 
Angeles,  California? 

Mr.  Wilde:  I'm  going  to  have  to  make  an  ob- 
jection here,  Mr.  Westall,  on  the  grounds  it's  im- 
proper cross-examination.  I  object  to  this  ques- 
tion and  any  similar  line  of  questions  on  this 
ground. 

A.  Mr.  Brennan  has  been  employed  as  a  Grocery- 
Buyer  in  the  Los  Angeles  Office. 

Mr.  Westall:     Cross-examination  closed. 

Mr.  Wilde:  No  redirect.  Deposition  on  behalf 
of  the  Opposer  have  been  completed  and  its  case 
is  closed. 

/s/  MILTON  L.  SELBY 
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State  of  California, 
City  of  Oakland, 
County  of  Alameda — ss. 

I,  Dorothy  Dillard,  a  notary  public  within  and 
for  the  County  of  Alameda  and  State  of  California, 
do  hereby  certify  that  the  foregoing  deposition  of 
Milton  L.  Selby  was  taken  on  behalf  of  Safeway 
Stores,   Incorporated,   in  pursuance  of  the  notice 
hereto   annexed,    before   me,   at   4th   and   Jackson 
Streets  in  the  City  of  Oakland  in  said  coimty  on 
the   8th   day   of   August,   1944;   that  said   witness 
was  by  me  duly  sworn  before  the  commencement 
of  his  testimony;  that  the  testimony  was  written 
out  by  myself;  that  the  opposing  party  was  repre- 
sented by  counsel  during  the  taking  of  said  testi- 
mony; that  the  testimony  was  taken  at  the  offices 
of  Safeway  Stores,  Incorporated,  4th  and  Jackson 
Streets,   Room   No.   403,   in  the   City  of   Oakland, 
County  of  Alameda,  State  of  California,  and  was 
commenced  at  10 :00  a.m.  on  the  8th  day  of  August, 
1944,  and  was  concluded  at  4:30  p.m.  of  said  day; 
tliat  the  deposition  was  read  by  said  witness  before 
])e  signed  the  same,  and  that  he  signed  the  same 
in  my  presence;  that  I  am  not  connected  by  blood 
or  marriage  with  either  of  said  })arties,  nor  inter- 
ested, directly  or  indirectly,  in  the  matter  in  con- 
troversy. 

A  true  and  complete  copy  of  ihe  deposition  has 
been  sent  by  mail,  postage  prepaid,  to  the  attorney 
of  record  for  the  adverse  party. 
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In  testimony  whereof,  I  have  hereunto  set  my 
hand  and  affixed  my  seal  of  office  in  the  City  of 
Oakland  in  said  County  this  16tli  day  of  August, 
1944. 
[Seal]  /s/  DOROTHY   DILLARD, 

Notary  Public. 

In  the  United  States  Patent  Office 
Before  the  Examiner  of  Interferences 

Opposition  No.  23,281 

SAFEWAY    STORES,    INCORPORATED, 

Opposer. 
vs. 

WARREN  W.  DUNNELL, 

Applicant. 

NOTICE  OF  TAKING  TESTIMONY 

To :  Joseph  P.  Westall,  Esq.,  Suite  702,  Wm.  Fox 
Building,  608  South  Hill  Street,  Los  Angeles 
14,  California. 

Please  Take  Notice  that  on  Tuesday,  August  8, 
1944,  at  10  a.m.  at  the  office  of  Safeway  Stores, 
Incorporated,  Fourth  and  Jackson  Streets,  Oak- 
lan.d  4,  California,  we  sliall  jiroceed  to  take  testi- 
mony of  witnesses  in  behalf  of  Safeway  Stores, 
Incorporated,  as  follows: 

Drummond  Wilde,  6159  Acacia  Avenue,  Oak- 
land, California; 
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Milton  L.  Selby,  107  Camino  don  Miguel,  Orinda, 
California. 

The  examination  will  continue  from  day  to  day 
until  completed. 

SAFEWAY  STORES, 
INCORPORATED, 
By  /s/  MID  A,  RICHARDS  & 
MURRAY, 

Its  Attorneys. 
July  7,  1944. 

Service  of  the   above  notice   acknowledged   this 
10th  day  of  July,  1944. 

WARREN  W.  DUNNELL, 
By  /s/  JOSEPH  F.  WESTALL, 

Its  Attorney. 

In  the  United  States  Patent  Office 
Before  the  Examiner  of  Interferences 

Opposition  No.  23,281 

SAFEWAY   STORES,   INCORPORATED, 

Opposer. 

vs. 

WARREN  W.  DUNNELL, 

Applicant. 

Proof  of  Service 

I,    Irene    Wilbrand,    hereby    certify   that    T    am 
employed  in  the  office  of  Mida,  Richards  &  Murray, 
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537  South  Dearborn  Street,  Chicago  5,  Illinois, 
attorneys  for  the  opposer,  Safeway  Stores,  Incor- 
porated, and  that  on  Friday,  July  7,  1944,  I  sent 
via  registered,  air  mail,  the  original  and  a  copy 
of  the  annexed  Notice  of  Taking  Testimony  upon 
Joseph  F.  Westall,  Esq.,  Suite  702,  Wm.  Fox  Build- 
ing, 608  South  Hill  Street,  Los  Angeles  14,  Cali- 
fornia, attorney  of  record  for  the  applicant,  War- 
ren W.  Dunnell,  and  that  an  acknowledgment  of 
service  of  said  notice  appears  on  the  annexed  Notice 
of  Taking  Testimony. 

/s/  IRENE  AVILBRAND. 

State  of  Illinois, 
County  of  Cook — ss. 

Subscribed  and  sworn  to  before  me  this  13th  day 
of  July,  1944. 

[Seal]        /s/  CATHERINE  J.  ROYA, 

Notary  Public. 
My  commission  expires  Nov.  20,  1947. 

In  the  United  States  Patent  Office 
Before  the  Examiner  of  Interferences 

Opposition  No.  23,281 

SAFEWAY   STORES,  INCORPORATED   , 

Opposer, 
vs. 

WARREN  W.  DUNNELL, 

Applicant. 
Notice  of  Taking  Testimony 

To  Safeway  Stores,  Incorporated,  and  to  Messrs. 
Mida,  Richards  and  Murray,  537  South  Dear- 
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born  Street,  Chicago  5,  Illinois,  and  Drnm- 
mond  Wilde,  Esq.,  c/o  Safeway  Stores,  Inc., 
Fourth  and  Jackson  Streets,  Oakland,  Cali- 
fornia, Its  Attorneys: 

You  and  each  of  you  are  hereby  notified  that  on 
Tuesday,  the  12th  day  of  September,  1944,  at  the 
office  of  Messrs.  Reynolds  and  McClain,  reporters 
and  notaries,  Suite  225  Wilson  Building,  132  West 
First  Street,  Los  Angeles  12,  California,  at  ten 
o'clock  in  the  forenoon,  I  shall  proceed  to  take 
testimony  of  Warren  W.  Bunnell,  who  resides  at 
1939  Rockford  Road,  Los  Angeles  26,  California, 
and  John  H.  Mengler,  who  resides  at  5901  La  Prada 
Park,  Los  Angeles  42,  California,  and  possibly 
others  of  whom  later  notice  will  be  giveil  you,  as' 
witnesses  on  behalf  of  applicant  in  the  above- 
entitled  opposition.  The  examination  will  continue 
from  day  to  day  until  completed.  You  are  invited 
to  attend  and  cross-examine. 

WARREN  W.  BUNNELL 
By  /s/  JOSEPH  F.  WESTALL, 
His  Attorney. 

Bated  :    August  9,  1944. 

I  hereby  certify  that  the  within  deposition  of 
Milton  L.  Selby  relating  to  the  matter  of  Safe- 
wa\'  Stores,  Incorporated,  Opposer,  vs.  Warren 
W.  Bunnell,  Applicant,  Opposition  No.  23,281,  was 
taken   and   sealed  uj)  and   addressed  to  the   Com- 
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missiouer  of  Patents,  900  North  Lombardy  Street, 
Richinond,  Virginia,  by  me  this  5th  day  of  Sep- 
tember,  1944. 

[Seal]        /s/  DOPtOTIIY  DILLARD, 
Notary  Public. 
'My  commission  expires  October  5,  1947. 

Ill  the  United  States  Patent  Office 
Before  the  Examiner  of  Interferences 

Opposition  No.  23,281 

SAFEWAY   STORES,   INCORPORATED, 

Opposer, 
vs. 

WARREN  W.  BUNNELL, 

Applicant. 

Notice  to  Produce 

To  Safeway  Stores,  Incorporated,  and  to  Messrs. 
Mida,  Richards  and  Murray,  537  South  Dear- 
born Street,  Chicago  5,  Illinois,  and  Drum- 
mond  Wilde,  Esq.,  e/o  Safeway  Stores,  Inc., 
Fourth  and  Jackson  Streets,  Oakland,  Cali- 
fornia, Its  Attorneys: 

Take  notice  that  you  are  required  to  produce 
on  the  taking  of  testimony  on  behalf  of  applicant, 
Warren  W.  Bunnell,  in  the  above-entitled  inter- 
ference, the  following  paper  or  document: 

Letter  written  on  the  letterhead  of  Sani- 
Gard  Cover  Company,  3101  Pasadena  Avenue, 
Los  Angeles  31,  California,  dated  on  or  about 
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June  19,  1944,  and  directed  to  Safeway  Stores, 
Inc.,  1925  East  Vernon  Avenue,  Los  Angeles, 
California,  and  signed  by  Warren  Dunnell, 
which  letter  offers  paper  toilet  seat  covers  to 
Safeway  Stores,  Inc., 

— and  if  you  fail  to  do  so,  secondary  evidence  of 
the  contents  of  said  letter  will  be  offered  upon  the 
taking  of  testimony  on  behalf  of  applicant,  Warren 
W.  Dunnell,  in  the  proceeding  in  which  this  notice 
is  entitled. 

/s/  JOSEPH  F.  WESTALL, 

Attorney  for  Applicant, 
Warren  W.  Dunnel]. 

Dated:     August  9,  1944. 

In  the  United  States  Patent  Office 
Before  the  Examiner  of  Interferences 

Opposition  No.  23,281 

SAFEWAY  STORES,  INCORPORATED, 

Opposer, 

vs.  : 

WARREN  W.  DUNNELL, 

Applicant. 

Affidavit  of  Service  by  Mail 

State  of  California, 
County  of  Los  Angeles — ss. 

Jeanne  Robb,  being  first  duly  sworn,  says:    That 
affiant  is  a  citizen  of  the  United  States  and  a  resi- 
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dent  of  tlie  county  of  Los  Angeles.  That  affiant 
is  over  the  age  of  eighteen  years,  and  is  not  a  i^arty 
to  the  witliiu  and  above-entitled  action.  That 
affiant's  business  address  is  702  AVm.  Fox  Building, 
608  South  Hill  Street,  Los  Angeles  14,  California. 
That  oil  the  9th  day  of  August,  1944,  affiant  served 
the  foregoing  "Notice  of  Taking  Testimony"  and 
the  attached  "Notice  to  Produce"  on  opposer  in 
said  opposition,  by  ])lacing  true  copies  thereof  in 
envelopes  addressed  to  its  attorneys  at  the  business 
addresses  of  said  attorneys,  respectively,  as  follows: 

Messrs.  Mida,  Richards  and  Murray,  537 
South  Dearborn  Street,  Chicago  5,  Illinois; 
Druinmond  Wilde,  Esq.,  c/o  Safeway  Stoi-es, 
Inc.,  Fourth  and  Jackson  Streets,  Oakland, 
California; 

and  by  then  sealing  said  envelojies  and  depositing 
the  same,  with  postage  thereon  fully  prepaid,  in  the 
United  States  Post  Office  at  Los  Angeles.  That 
there  is  deliver}''  service  by  United  States  mail  at 
the  places  so  addressed,  and  there  is  a  regular  com- 
munication by  mail  between  the  })lace  of  mailing  and 
the  places  so  addressed. 

/s/  JEANNE  ROBB. 

Subscribed  and  sworn  to  ])efore  me  this  ninth  day 
of  August,  1944. 

[Seal]        /s/  PEARL  E.  BLEWETT, 
Notary  Public  in  and  for  the  County  of  Los  Angeles 
and  State  of  California. 

My  commission  expires  March  27,  1948. 
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In  the  United  States  Patent  Office 
Before   the   Examiner  of  Interferences 

Opposition  No.  23,281 

SAFEWAY  STORES,  INCORPORATED, 

Its  Attorney. 

vs. 

WARREN  W.  BUNNELL, 

Appellant. 

Stipulation  for  the  Taking  of  Testimony  on  Behalf 
of  the  Above-Named  Applicant  Stenographi- 
cally  and  Transcribing  Under  Patent  Office 
Rule  156. 

Stipulated  that  the  testimony  on  behalf  of  appli- 
cant, Warren  W.  Bunnell,  may  be  taken  down 
stenographically  and  transcribed. 

Bated  this  12th  day  of  September,  1944. 

SAFEWAY  STORES, 
INCORPORATEB, 
Opposer, 

By  /s/  F.  A.  HOGE, 

Its  Attorney. 

WARREN  W.  BUNNELL, 

Applicant, 

By  /s/  JOSEPH  F.  WESTALL, 
His  Attorney. 
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In  the  United  States  Patent  Office  Before  the 
Examiner  of  Interferences 

SAFEWAY  STORES,  INCORPORATED, 

Opposer, 
vs. 

WARREN  W.  BUNNELL, 

Applicant. 

Opposition  No.  23,281 

Depositions  of  witnesses  examined  on  behalf  of 
the  Apjdicant,  pursuant  to  the  annexed  notice,  at 
the  office  of  Reynolds  &  McClain,  225  AVilson 
Building,  132  West  First  Street,  Los  Angeles,  Cali- 
foi'nia,  on  Tuesday,  September  12,  1944. 

Present : 

Williamson,  Iloge  &  Judson,  by 
Fulton  W.  Hoge,  representing 
Mida,  Richards  and  Murray,  and 
Drummond  Wilde,  on  behalf  of  the  Opposer. 
Joseph  F.  Westall,  on  behalf  of  tlie  Applicant. 
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EXHIBITS 

For         In 
Dunnell  Exhibits:  Idcnt.      Evi. 

A — Invoice  dated  June  5,  1934  of  AVhedon  Paper 
Converting  Corporation  to  Sani-Gard  Sales 
Company  for  15  M  Safe-Way  Paper  Toilet 
Seat   Covers  5  5 

B — Mimeographed  form  of  shipping  report  headed 
Whedon  Paper  Converting  Corporation,  to 
Sani-Gard  Sales  Co.  for  2  M  Safe  Way  Seat 
Covers   6  6 

C — Mimeographed  form  of  shipping  report  headed 
Whedon  Paper  Converting  Corporation,  to 
L.  A.  Warehouse  for  13  M  Safe  Way  Seat 
Covers   6  7 

D — Certified  copy  of  fictitious  name  record  of  Sani 
Gard  Cover  Company  of  California,  filed  Feb- 
ruary 25,  1936 16 

E — Certified  copy  of  registration  of  the  name 
"Sani-Gard  Sales  Company  of  California," 
filed  September  13,  1932 17 

F — Duplicate  purchase  order  headed  Sani-Gard 
Sales  Company,  to  Morton  Mfg.  Co.,  dated 
November  7,  1933 19  20 

G — Carbon  copy  of  letter  on  yellow  paper  to  Mr. 
Charles  D.  Morton,  Morton  Mfg.  Co.,  Chicago, 
111.,  dated  November  7,  1933 20  21 

H — Letter  from  Morton  JManufacturing  Company, 
signed  Charles  D.  Morton,  to  J\Ir.  Warren 
Dunnell,  dated  Nov.  20,  1933 21  22 

I — Duplicate  purchase  order  of  Sani-Gard  Sales 
Company  to  Morton  Mfg.  Co.,  for  20  M  Safe- 
way Paper  Seat  Covers 24  24 

J — Original  invoice  of  Morton  Manufacturing  Co. 
of  Chicago,  dated  December  9,  1933  for  20 
cases  of  Safe-way  Paper  Covers 25  25 
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For        In 

Dunnell  Exhibits   (Continued)  :  Ident.      Evi. 

K — Copy  of  specification  and  drawings  of  Dunnell 
Patent  No.  2,025,941,  dated  December  31,  1935 
to  W.  W.  Dunnell  for  sanitary  cover  for  toilet 
seats  26  26 

L — Loose-leaf  ledp^er  sheet  headed  "Wholesale 
Paper  &  Twine  Co.,  447  Commercial  St.,  Los 
Angeles  28  30 

M — Paper  ribbon  with  printing  in  red 31  32 

N — Brown  collapsed  carton  containing  printing  in 
red  for  inclosing  one  Safe  Way  dispensing 
cabinet    32  32 

O — Light  brown  collapsed  carton  containing  cer- 
tain ju-inting  in  red 33  33 

P — Blank  letterhead  containing  on  reverse  side  an 
advertising  description  of  Safe  Way  cabinets 
and  covers  36  36 

Q — Four  sheets  of  white  paper  tabulations,  each 

sheet  headed  "Paper  Toilet  Seat  Covers" 39  41 

R — Letter,  dated  June  19,  1944,  on  letterhead  of 
Sani-Gard  Cover  Company,  directed  to  S.  H. 
Kress  &  Company,  signed  Warren  W.  Dunnell       43  44 

S — Letter,  dated  June  19,  1944,  on  letterhead  of 
Sani-Gard  Cover  Company,  directed  to  Safe- 
way Stores,  Inc.,  signed  Warren  Dunnell 45  45 

T— Letter,  undated,  on  letterhead  of  Sani-Gard 
Cover  Company,  directed  to  Safeway  Stores 
Inc.,  signed  Warren  Dunnell 45  45 

U — Letter,  dated  June  29,  1944,  on  letterhead  of 
Safeway  Stores,  Inc.,  directed  to  Sani-Gard 
Co.,  signed  J.  B.  A.  Brennan 45  46 

V — Printed  copy  of  statement  of  United  States 
Patent  Office  of  trademark  329,627  by  Morton 
Manufacturing  Company,  registered  Nov.  5, 
1935  ! 46  47 

W-1 — Trademark    statement     346,868,    registered 

June  8,  1937  to  Uecker  Equipment  Company 49 
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For         In 

Bunnell  Exhibits   (Continued)  :  Ident.      Evi. 

W-2 — Trademark  statement  403,449,  registered 
Sept.  28,  1943,  to  Southern  Independent  Oil 
and  RefininjG:  Company,  Inc 49 

AV-3 — Trademark  statement  196,097,  registered 
March  10,  1925,  to  American  Motor  Body 
Corporation    49 

AV-4— Trademark    statement    213,022,     registered 

May  18,  1926,  to  Modern  Office  Devices,  Inc 49 

W-5 — Trademark  statement  261,352,  registered 
Sept.  17,  1929,  to  Herman  Pintel,  doing  busi- 
ness as  Arlington  Products  Co 49 

"W-6 — Trademark  statement  262,413,  registered 
Oct.  8,  1929,  to  Elgin  Rowland  Parker,  doing 
business  as  Merit  Manufacturing  Co 49 

W-T — Trademark  statement  268,138,  registered 
Mar.  11,  1930,  to  Frank  J.  Quigan,  Inc.  of 
Brooklyn  49 

W-8 — Trademark  statement  271,445,  registered 
June  3,  1930,  to  Safeway  Sales  Corporation, 
of  Boston,  Mass 49 

W-9 — Trademark  statement  285,750,  registered 
Aug.  4,  1931,  to  The  Logan-Long  Company 
of  Chicago 49 

W-10 — Trademark  statement  287,569,  registered 
Sept.  29,  1931,  to  Dean  Rubber  Manufactur- 
ing Company  of  North  Kansas  City,  Missouri     49 

W-11 — Trademark  statement  306,075,  registered 
Sept.  5,  1933,  to  Alexander  J.  Forbes,  doing 
business  as  Safeway  Laboratories,  Oakland, 
Cal 49 

W-12 — Trademark  statement  324,981,  registered 
June  4,  1935,  to  Clopay  Corporation,  Cincin- 
nati, Ohio  49 

W-13 — Trademark  statement  330,655,  registered 
Dee.  10,  1935,  to  Robert  M.  Culley,  doing 
business  as  Safeway  Tire  Patch  Manufactur- 
ing Company,  South  Gate,  California 49 
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For         In 

Dunncll  Exhibits   (Continued)  :  Ident.      Evi. 

W-14 — Trademark  statement  333,604,  registered 
Mar.  31,  1936,  to  Rein  A.  Decker,  Inc.,  Wau- 
watosa,  Wis 50 

W-15 — Trademark  statement  341,742,  registered 
Dec.  22,  1936,  to  Safeway  Products  Corpora- 
tion, New  York,  N.  Y 50 

W-16 — Trademark  statement  344,871,  registered 
April  6,  1937,  to  Western  Containers,  Inc., 
Seattle,  Washintgon  50 

Opposer's  Exhibits: 

Nos.   42-1    to   42-49,    Incl. — Clippings   from    local 

newspapers  of  Safeway  advertising 62 

JOHN  H.  MENGLER, 

a  witness  for  the  applicant,  being  duly  sworn,  doth 
depose  and  say,  in  answer  to  interrogatories  pro- 
posed to  him  by  Joseph  F.  Westall,  counsel  for  the 
applicant,  as  follows,  to- wit: 

Direct  Examination 

DQ-1  (By  Mr.  Westall) :  Please  state  your 
name,  residence  and  occupation. 

A.  John  H.  Mengler;  my  residence  is  5901  La 
Prada  Park,  Los  Angeles;  occupation,  machinist. 

DQ-2     Where  is  your  place  of  business? 

A.     3101  Pasadena  Avenue,  Los  Angeles. 

DQ-3  How  long  has  yonv  place  of  business  been 
located  as  you  have  just  mentioned  ? 

A.     Since  Februaiy,  1989. 

DQ-4     Do  you  know  AVai  roii    \V.   ]>nnnell,   the 
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applicant  in  the  opposition  in  Avluch  this  testimony 
is  being  taken?  A.     I  do. 

DQ-5  How  long  have  you  known  Warren  Dim- 
nell?  A.     About  11  years. 

DQ-6  Please  state  if  you  know  what  business 
Warren  W.  Dimnell  is  engaged  in  at  the  present 
time. 

A.     Manufacturing  paper  toilet  seat  covers. 

DQ-7  To  your  knowledge,  how  long  has  appli- 
cant Warren  W.  Dunnell  been  engaged  in  the  Inisi- 
ness  of  manufacturing  and  selling  paper  toilet  seat 
covers?  A.     About  11  years. 

DQ-8  Does  Warren  W.  Dunnell  do  business  un- 
der any  fictitious  name  in  the  conduct  of  his  toilf^t 
seat  cover  business  and,  if  so,  please  state  the  ficti- 
tious name  under  which  said  applicant  conducts  liis 
business  ? 

A.     The  Sani-Gard  Cover  Company. 

DQ-9  I  note  that  the  address  you  have  given  as 
your  place  of  business  is  also  the  address  of  Warien 
W.  Dunnell,  doing  business  under  the  fictitous  name 
of  Sani-Gard  Cover  Company.  Please  state  whether 
or  not  you  have  any  interest  in  the  business  of 
Warren  W.  Dmrnell  or  the  Sani-Gard  Cover  Com- 
pany in  the  sale  or  distribution  of  paper  toilet  seat 
covers  or  otherwise. 

A.  I  have  no  financial  interest  but  1  have  my 
shop  in  connection  with  his  place,  and  I  set  uj)  h.is 
machinery  and  keep  his  machinery  in  repair. 

DQ-10     Do  you  assist  or  cooperate  with  the  appli- 
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cant  Warren  W.  Dmmell  in  the  conduct  of  his  said 
business  in  any  other  way  in  the  sale  of  covers? 

A.  When  he  is  out  of  town,  I  take  care  of  his 
customers  and  see  that  the  shipping  is  done. 

DQ-11  When  and  under  what  circumstances  did 
you  first  become  acquainted  with  the  applicant 
Warren  W.  Dmmell? 

A.  I  worked  for  the  Whedon  Paper  Converting 
Corporation,  at  wliicli  i)la(('  lie  appeared  to  have 
paper  toilet  seat  covers  made,  and  the  man  who  was 
running  the  business  was  Vj'se  B.  Whedon.  He 
was  the  owner  of  the  business.  The  job  was  turned 
over  to  me  and 

DQ-12  Maybe  I  had  better  ask  another  ques- 
tion. When  were  you  first  employed  by  the  Whedon 
Paper  Converting  Corporation? 

A.     In  1928. 

DQ-13  Since  the  time  last  referred  to,  what  have 
l)een  the  nature  and  duties  of  your  employment  by 
the  Wliedon  Paper  Converting  (\)r])orati()n  while 
you  were  coimected  with  them? 

A.  I  was  superintendent  and  took  care  ol'  the 
machinery  besides. 

DQ-14  To  .your  knowledge,  did  Warren  W.  Diin- 
nell  ever  enter  into  any  negotiations  with  the  Whe- 
don Paper  Converting  Corporation  regarding  the 
manufacture  for  the  applicant  in  this  proceeding 
of  paper  toilet  seat  covers?  A.     He  did. 

DQ-15  When  were  such  negotiations  last  re- 
ferred to  entered  into?  A.     In  1933. 
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DQ-16  Please  state  if  you  know  whether  these 
negotiations  were  oral  or  written. 

A.     They  were  all  oral. 

DQ-17  With  what  representative  of  the  Whedon 
Paper  Converting  Corporation  were  such  oral  nego- 
tiations by  Warren  W.  Dunnell  had? 

A.  First,  with  Mr.  Whedon,  and  the  job  was 
turned  over  to  me  after  an  hour  or  so  of  talk. 

DQ-18  Please  explain  the  nature  or  substance 
of  the  negotiations  last  referred  to  by  you  as  having 
been  had  in  the  latter  part  of  1933. 

Mr.  Hoge:     May  I  ask  a  question  on  voir  dire"? 

Mr.  Westall:    Yes. 

Q.  (By  Mr.  Hoge) :  Mr.  Mengler,  were  you 
present  at  the  negotiations  and  the  conversation  ? 

A.  Yes;  not  the  first  hour.  Mr.  Whedon  was 
there  first  and  then  I  was  called  into  the  office  and 
took  it  from  there  on. 

Mr.  Hoge:  I  object  to  a  conversation  at  which 
he  was  not  present. 

Mr.  Westall:     Yes. 

DQ-19  Please  state  the  nature  and  substance  of 
the  negotiations  so  far  as  it  came  under  your  per- 
sonal notice  and  knowledge. 

A.  I  was  asked  if  we  could  manufacture  the 
article,  and  I  went  into  an  explanation  of  just  how 
we  would  do  it  if  we  took  the  job  and  what  the 
probable  cost  would  be  after  we  had  had  time  to 
figure  it  out.  There  would  have  to  be  dies  made, 
the  paper  ordered  and  the  different  equipment  has 
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to  be  bnilt  and  so  on  before  you  can  start  a  job  like 
that.   It  generally  takes  quite  a  while. 

DQ-20  After  such  oral  conversations  or  negotia- 
tions, please  state  whether  or  not,  to  your  knowl- 
edge, Warren  W.  Bunnell  had  any  business  rela- 
tions relating  to  paper  toilet  seat  covers  with  the 
Whedon  Paper  Converting  Corporation,  as  a  result 
of  such  conversations. 

A.  We  started  to  nianufactuie  paper  toilet  seat 
covers  for  him. 

DQ-21  From  what  period  of  time  did  the  Whe- 
don Paper  Converting  Cori)oration  manufacture 
and  furnish  to  ajiplicant  Warren  W.  Bunnell  paper 
toilet  seat  covers? 

A.  I  think  we  starttMl  to  make  them  about 
March,  1934. 

DQ-22  I  show  you  what  })urports  to  be  an  origi- 
nal invoice,  dated  June  5,  1934,  of  tlie  Whedon  Pa- 
per Converting  Corporation,  direct  to  Sani-Gard 
Sales  Company,  1200  Title  Guarantees  Building,  Los 
Angeles,  California,  referring  to  Whedon  bill  6870, 
said  invoice  purporting  to  be  for  15  M  Safe- Way 
Paper  Toilet  Seat  Covers,  which  I  request  tlio 
notary  to  mark  Bunnell  Exhibit  A  for  identifica- 
tion. Referring  to  Bmmell  Exhibit  A  for  identifi- 
cation, please  state  whether  you  have  seen  that 
invoic^  before. 

A.  I  certainly  have  iDecause  all  the  invoices 
passed  thi'ough  me  befoio  they  were  sent  out  by 
this  company. 
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DQ-23  When  did  you  first  see  Dunnell  Et<:hibit 
A  for  identification? 

A.     It  mu?t  have  been  this  date,  June  5,  1934. 

DQ-24  When  did  you  last  see  the  invoice  just 
referred  to,  Dunnell  Exhibit  A  for  identification, 
before  you  testified"? 

A.     About  two  months  ago. 

DQ-25     And  under  what  circumstances'? 

A.  We  worked  together  and  he  pulled  it  out  of 
his  files  and  showed  me  the  invoice  and  wanted 
to  know  if  I  would  recognize  that,  and  I  sure  did. 

DQ-26  That  is,  Mr.  Dimnell  pulled  it  out  of 
his  files?  A.    Yes. 

Mr.  Westall:  We  offer  in  evidence  the  invoice 
referred  to,  marked  Dunnell  Exhibit  A  for  identifi- 
cation, as  Dunnell  Exhibit  A. 
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DQ-31  To  your  knowledge,  what  was  done  with 
the  shipping  report  and  invoice,  the  shipping  report 
Dunnell  Exhibit  B  and  the  invoice  Bunnell  Ex- 
hibit A,  after  being  made  out? 

A.  The  invoice  was  mailed,  and  the  shipping 
report  generally  goes  with  the  article. 

BQ-32     I  next  show  you  what  purports  to  be  a 
shipping  report  dated  June   5,   1934,   being   also,  ■ 
apparently,    a    mimeographed    form,    referring    to' 
Buyer's  Order  243  and  Whedon  Order  6767,  and 
directed  to  the  L.  A.  Warehouse,  which  is  corrected,  • 
in  pencil,  to  read  '^13  M  Safe  Way  Seat  Covers," •■ 
which  I  request  the  notary  to  mark  for  identifica-  " 
tion  as  Dumiell  Exhibit  C,  and  ask  you  if  the  blanks ' 
are  filled  out  in  your  handwriting. 
A.     That  is  my  handwriting. 
DQ-33     Please  state  whether  or  not  you  made 
that  Dunnell  Exhibit  C  for  identification  out,  that '' 
is,  filled  in  the  blanks,  at  the  time  of  the  date,  June  ■■ 
5,  1934. 
A.     I  filled  out  the  blanks. 

DQ-34  Aiid  what  was  done  with  the  shipping- 
report  Dunnell  Exhibit  C  for  identification  after: 
you  made  it  out? 

A.     One  sheet  goes  with  the  order  and  the  other 
sheet  is  filed  with  the  company  who  manufactured  '- 
this,  which  was  the  Whedon  Company. 

DQ-35     How  does  it  happen  to  be   directed  to 
the  L.  A.  Warehouse? 

A.     That    is    the    place    where    the    article   was 
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stored.  If  you  will  notice  here  on  the  bottom,  it 
says,  "Delivered  for  Sani  Gard  Sales  Co.,"  but  it 
was  delivered  to  this  place  and  they  signed  our 
shipping  order,  so  that  we  have  a  receipt  that  it 
has  been  delivered  to  the  warehouse. 

DQ-36  I  notice  that  the  number  *'14"  before 
*'M",  for  thousand,  "Safe  Way  Seat  Covers"  has 
been  stricken  out  in  pencil  and  the  numeral  "13" 
put  above  it. 

A.  According  to  the  invoice,  the  invoice  shows 
that  there  were  15,000  seat  covers  sold  on  this  par- 
ticular order.  Evidently  1,000  were  taken  fii'st  and 
then  they  must  have  changed  their  minds  and  took 
2,000  inst-ead,  which  left  a  balance  of  13,000.  So 
2,000  were  picked  up  first  and  then  13,000  were  de- 
livered to  the  Warehouse. 

DQ-37  Please  state  whether  or  not  you  saw  Dun- 
nell  Exhibit  C  for  identification  before  testifying 
and  under  what  circumstances. 

A.     Yes;  about  two  months  ago. 

DQ-38  Under  what  circumstances  did  you  see 
Dunnell  Exhibit  C  for  identification  two  months 
ago? 

A.  Mr.  Dunnell  took  it  out  of  his  files  and 
showed  it  to  me  and  asked  me  whether  I  recognized 
it^  which  I  did. 

Mr.  Westall:  We  offer  in  evidence  Dunnell  Ex- 
hibit C  for  identification  as  Dmmell  Exhibit  C. 
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DQ-39  Referring  to  the  invoice  Dunnell  Exhibit 
A  and  to  the  two  shipping  reports,  respectively, 
Dunnell  Exhibits  B  and  C,  heretofore  offered  in 
evidence,  I  call  your  attention  to  the  description  of 
the  merchandise  as  ''Safe  Way"  paper  toilet  seat 
covers  and  ask  you  if  you  know  how  long  the  trade- 
mark ''Safe  Way"  has  been  applied  to  paper  toilet 
seat  covers  by  applicant  Warren  W.  Dunnell  under 
the  nameSani-Gard  Sales  Company  or  Sani-Gard 
Cover  Company. 

A.  The  first  time  we  manufactured  paper  seat 
covers  in  1934  we  immediately  stamped  each  pack- 
age that  went  out,  which  was  a  carton,  with  the 
name  "Safe  Way  Seat  Covers"  on  it 

DQ-40  And  what  other  stamp  or  name,  if  any, 
did  you  put  on? 

A.     That  I  don't  remember, 

DQ-41  I  mean  did  you  put  the  name  Sani-Gard 
Sales  Company  or  Sani-Gard  Cover  Company  on 
the  packages'? 

A.  That  I  don't  believe  we  did.  I  don't  remem- 
ber that  we  did  that  but  I  do  remember  putting  the 
stamp  of  "Safe  Way  Seat  Covers"  on  every  box 
that  went  out. 

DQ-42  After  the  transaction  evidenced  by  Dun- 
nell Exhibits  A,  B  and  C,  the  invoice  and  the  two 
shipping  receipts,  all  dated  June  5,  1934,  please 
state  if  you  know  whether  or  not  the  Whedon  Paper 
Converting  Corporation  continued  to  manufacture 
for  applicant  Warren  W.  Dunnell  or  the  Sani-Gai*d 
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Sales  Company  Safe  Way  paper  toilet  seat  covers? 

A.     They  mamifactiired  them  for  about  a  year. 

DQ-43  How,  if  you  know,  did  the  Whedon  Pa- 
per Converting  Corporation  happen  to  cease  to 
manufacture  such  Safe  Way  paper  scat  covers  for 
applicant  Warren  W.  Dumiell? 

A.  The  main  thing  was  that  the  State  of  Oregon 
had  a  minimum  wage  law  less  than  California  did 
and  this  was  going  to  be  a  competitive  article,  so 
that  the  work  was  taken  to  Oregon  instead  of  Cali- 
fornia and  was  manufactured  in  Oregon  after  1935, 
about  the  middle  of  the  year. 

DQ-44  Please  state  whether  or  not  you  had  any 
part  in  closing  up  the  business  of  the  Whedon 
Paper  Corporation.   If  so,  what  part  did  you  have? 

A.  I  was  appointed  to  sell  all  the  machinery  and 
close  up  the  business  and,  wherever  the  machinery 
went,  I  had  to  install  it  and  instruct  the  people  how 
to  operate  it. 

DQ-4'»  Do  you  know  what  became  of  Whedon 's 
Order  6767  as  noted  on  each  of  Dunnell  Exhibits 
A,  B  and  C? 

A.     They  were  all  thrown  in  the  incinerator. 

DQ-46    They  were  all  destroyed? 

A.     They  were  all  destroyed. 

DQ-47  Please  state  whether  or  not  the  toilet  seat 
covers  furnished  by  the  Whedon  Paper  Converting 
Coi-poration  to  Warren  W.  Dmmell  as  Sani-Gard 
Sales  Company  were  marked  or  labeled  in  any 
manner  with  the  trademark  ''Safe  Way"  and,  if  so, 
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please  state  how  they  were  marked  during  the  year 
that    Whedon    continued    to    manufacture    those 
covers. 

A.  That  first  orders  that  went  out  were  just 
put  in  plain  chip  cartons,  or  full  telescope  cai-tons 
they  were,  and  they  were  hand-stamped.  Then  we 
found  that  those  didn't  stand  up  for  shipping  out 
of  the  city.  So  Mr.  Dumiell  furnished  the  cartons 
for  us  out  of  corrugated  and  those  were  al]  printed 
with  everything  on  them. 

DQ-48  Since  the  Whedon  Paper  Converting 
Corporation  went  out  of  business,  have  you  been 
in  touch  with  the  activities  of  Warren  W.  Bunnell 
in  the  sale  and  distribution  of  Safe  Way  toilet 
seat  covers  mider  the  name  "Safe  Way'"?  If  so, 
in  what  manner  and  to  what  extent? 

A.  Being  in  the  same  building  with  him,  when- 
ever he  went  out  of  town,  I  would  take  care  of 
whatever  business  there  was,  and  the  cartons  were 
all  marked  "Safe  Way"  and  marked  "Manufac- 
tured by  the  Sani-Gard  Cover  Company."  All  of 
them  were  marked  that  way.  .  l 

DQ-49  Do  you  know,  of  your  own  knowledge, 
how  and  to  whom  applicant  Warren  W.  Dmmell 
has  and  does  sell  and  distribute  Safe  Way  toilet 
seat  covers'? 

A.  I  Imow  that  he  sends  them  all  over  the  United 
States. 

DQ-50  Please  explain  the  nature  and  source  of 
your  information  as  to  how  applicant  Dunnell  sells 
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and  distributes  Safe  Way  paper  toilet  seat  covers 
all  over  the  United  States. 

A.  Being  in  the  same  building  with  him  and 
taking  care  of  his  affairs,  when  he  is  away,  I,  nat- 
urally, would  know  something  about  it.  I  had  to 
make  out  shipping  tickets  and  so  on  and  so  forth 
and  freight  bills,  or  they  call  them  freight  shipping 
reports  to  be  exact. 

DQ-51  Do  you  know  the  nature  of  the  custom- 
ers of  Warren  W.  Dmniell  to  whom  he  sells  or  dis- 
tributes his  Safe  Way  paper  toilet  seat  covers? 

A.  Practically  all  paper  jobbers,  who,  in  turn, 
sell  to  the  consumers. 

DQ-52  When  did  you  first  move  to  your  present 
address  adjacent  the  office  of  Warren  W.  Dunnell? 

A.     In  February,  1939. 

Mr.  Westall:     You  may  cross-examine. 

Cross-Examination 

XQ-53  (By  Mr.  Hoge)  :  Did  I  imderstand  cor- 
rectly tliat  the  toilet  seat  covers  which  are  referred 
to  in  Exhibits  A,  B  and  C  were  destroyed  after 
they  were  sent  to  the  warehouse"? 

A.  No ;  after  the  firm  dissolved  business.  Do  you 
mean  from  the  Whedon  Paper  Converting  Corpo- 
ration ? 

XQ-54    Yes. 

A.  No;  the  firm  went  out  of  business  in  Dec. 
1935  and  destroyed  practically  all  records  except 
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probably — or  I  don't  know  as  there  was  anything 
left. 

XQ-55  You  are  referring  to  the  records  of  the 
Whedon  Paper  Company  which  were  incinerated? 

A.    Yes;  that  is  it. 

XQ-56  On  Exhibits  B  and  C  it  appears  that  the 
shipment  was  made  to  the  L.  A.  Warehouse,  is  that 
correct?  A.     Surely. 

XQ-57     That  is  a  local  concern,  is  it? 

A.  Yes;  right  here  a  couple  of  blocks  from 
here. 

XQ-58  You  don't  know  of  your  own  knowledge 
what  happened  to  the  paper  covers  after  they  were 
delivered  to  the  warehouse,  or  do  you? 

A.     No;  I  don't. 

XQ-59  When  was  the  first  time  that  you  took 
care  of  any  business  for  Mr.  Bunnell? 

A.     In  1933 ;  about  the  latter  part  of  1933. 

XQ-60  Was  that  just  the  manufacturing  end 
of  it?  A.    Yes. 

XQ-61  Was  it  the  practice  then  to  deliver  the 
paper  covers  to  the  L.  A.  Warehouse? 

A.  Yes;  it  was  the  practice  unless  he  picked 
them  up.  Sometimes  he  probably  had  customei^s 
he  wanted  to  deliver  to  and  then  they  didn't  go  to 
the  Warehouse,  or  if  they  were  shipped  out  of  town. 

XQ-62     Did  you  ever  ship  any  out  of  town? 

A.     That  is,  seat  covers? 

XQ-63     Yes. 

A.     I  don't  remember;  not  from  this  JGLFst  bunch, 
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I  don't  remember  that  I  did.  He  took  most  of  them 
himself. 

XQ-64  You  don't  know  of  your  own  knowledge 
whether  any  of  those  were  shipped  out  of  town  or 
not?  A.     The  first  ones? 

XQ-65     The  first  ones.  A.     No;  I  don't. 

XQ-66  That  original  relationship  terminated 
when?  A.     Just  what  are  you  talking  about? 

XQ-67  You  were  making  paper  covers  for  him 
or  were  associated  with  the  Whedon  Paper  Com- 
pany, which  made  them  for  him,  in  1933,  I  think 
you  said?  A.     Yes. 

XQ-G8  And  that  company  went  out  oT  busi- 
ness when?  A.     In  1935. 

XQ-69  And  I  think  you  moved  into  the  adja- 
cent office  to  Mr.  Dimuell  in  February,  1939? 

A.     That  is  it. 

XQ-70  Then,  between  1935  and  1939,  did  you 
have  juiythmg  to  do  with  his  business? 

A.     Not  a  thing. 

XQ-71  During  that  period  from  1933  to  1935 
inclusive  you  were  connected  with  the  manufactur- 
ing end?  A.     That  is  it. 

XQ-72  And  those  paper  covers  which  were  made 
for  him  were  either  delivered  to  the  Warehouse  by 
him  or  picked  up  by  the  Whedon  Paper  Company, 
is  that  right?  A.     That  is  it. 

XQ-73  In  1939,  I  believe  you  testified,  after  you 
moved  into  the  adjacent  office,  when  he  was  out  of 
town,  you  took  care  of  his  orders  while  he  was  away, 
is  that  right?  A.     Yes,  sir. 


Warren  W.  Bunnell  289 

Plaintiff's  Exhibit  No.  3— (Continued) 
(Deposition  of  John  H.  Mengler.) 

XQ-74  In  connection  with  the  shipment  of  any- 
paper  covers  during  that  period,  just  what  did 
you  do?  A.     Do  you  mean  for  Mr.  Dunnell? 

XQ-75    Yes. 

A.  I  would  mark  all  of  the  cartons  and  make 
out  the  shipping  reports  and  call  up  the  freight 
company  to  pick  up  the  stuff  and  see  that  the  ma- 
chinery was  in  order  and  that  the  girls  were  busy. 

XQ-76  What  do  you  mean  by  a  shipping  report? 
Do  you  mean  the  same  sort  of  thing  as  Exhibits 
B  and  C? 

A.  No.  They  were  made  out  to  railroads.  Some 
of  these  were  made  out  to  local  jobbers.  There  were 
regular  shipping  reports  and  then  the  freight  ship- 
ping report  is  a  different  article. 

XQ-77     Was  it  a  bill  of  lading? 

A.     A  bill  of  lading  is  right. 

XQ-78  Does  that  show  where  the  purchaser  is 
located  to  whom  it  is  to  be  shipped?  A.     Yes. 

XQ-79  Can  you  recall  any  of  those  which  called 
for  shipment  out  of  California? 

A.  Well,  for  instance,  I  would  say  the  Leslie 
Paper  Company  of  Minneapolis,  Minnesota,  the 
Fick  Paper  Company  of  Chicago,  and  some  other 
firms  I  don't  rememl)er.  But  those  are  two  of  them 
that  I  remember  distinctly. 

XQ-80  Do  you  remember  when  the  first  ship- 
ment was  made  to  any  of  these  concerns  that  you 
mentioned?  A.     No;   I   don't. 
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XQ-81  You  are  still  connected  with  Mr.  Bun- 
nell, are  you? 

A,  I  am  not  connected  with  Mr.  Dumiell  di- 
rectly. 

XQ-82  I  mean  you  have  the  same  relationship 
that  you  had  at  the  beginning,  February,  1939? 

A.    Yes,  sir. 

XQ-83  And  have  had  continuously  since  that 
time?  A.     Yes,  sir. 

XQ-84  Did  these  cartons,  in  1939  and  from  then 
on,  have  the  name  ''Safe  Way"  on  them? 

A.     They  always  had. 

XQ-85  That  is,  on  the  box  and  not  on  the  seat 
cover  itself?  A.     On  the  box. 

XQ-86    Not  on  the  seat  cover? 

A.  Oh,  no.  You  couldn't  mark  it  on  the  seat 
cover. 

XQ-87     It  has  no  name  at  all,  I  suppose,  on  it? 

A.     No. 

XQ-88  Didn't  Mr.  Dumiell  ever  discuss  that 
name  with  you,  that  is,  how  he  came  to  adopt  it? 

A.     No,  sir. 

XQ-89  Do  you  recall  the  size  of  the  name  on  the 
carton  ? 

A.  There  is  one  there  which  you  can  get  an 
idea  from. 

Mr.  Hoge:  Do  you  propose  to  introduce  that, 
counsel  ? 

Mr.  Westall:  I  am  going  to  introduce  it  in  evi- 
dence later.  Let  the  record  show  that  the  witness 
has  referred  to  a  large  collapsed  carton  which  will 


Warren  W.  Dunn  ell  291 

Plaintiff's  Exhibit  No.  3— (Continued) 
(Deposition  of  John  H.  Mengler.) 
later  be  offered  in  evidence  as  a  Diuniell  exhibit, 
and  which  will  later  be  identified  by  Mr.  Dunnell. 

XQ-90  (By  Mr.  Hoge)  :  Were  there  any  cus- 
tomers, other  than  jobbers,  who  bought  these  seat 
covers,  Mr.  Mengler? 

A.  Not  that  I  know  of.  There  might  have  been 
some  that  came  in  there  and  picked  up  a  few  of 
them  but  I  don't  know  anything  about  that.  Those 
probably  would  have  been  cash  customers,  but  not 
while  I  was  there  anyway. 

XQ-91  Do  you  know  whether  any  of  these  cus- 
tomers were  engaged  in  the  retail  busmess  ? 

A.  Not  any  that  I  know  of.  Practically  all  of 
the  customers  were  paper  jobbers. 

XQ-92     How  do  you  know  that? 

A.  Because  I  would  make  out  the  invoices  or  not 
the  invoices  but  the  shipping  reports  and  bills  of 
lading,  and  it  would  tell  you  right  there  what  they 
are.  And,  when  the  orders  came  in,  I  would  have 
to  read  the  orders  in  order  to  ship  and  they  would, 
naturally,  have  on  their  letterheads  just  what  l)usi- 
ness  they  were  engaged  in. 

XQ-93  And  that  indicated  they  were  in  the 
wholesale  business?  A.     Yes,  sir. 

XQ-94  You  are  basing  your  answer,  then,  just 
on  the  statements  or  the  letterheads  or  documents 
of  the  customers?  A.     Yes,  sir. 

Mr.  Hoge:     I  think  that  is  all. 

Mr.  Westall:     No  redirect  examination. 

/s/  JOHN  H.  WENGLER 


292  Safeway  Stores,  Inc.  vs. 

Plaintiff's  Exhibit  No.  3— (Continued) 

WARREN  W.  BUNNELL, 
the  api)licant,  being  duly  sworn,  doth  depose  and 
say,  in  answer  to  interrogatories  proposed  to  him 
by  Joseph  F.  Westall,  counsel  for  the  applicant,  as 
follows,  to-wit: 

Direct  Examination 
By  Mr.  Westall: 

DQ-1  State  your  name,  residence  and  occupa- 
tion. 

A.  Wan-en  W.  Dnnnell :  1939  Rock  ford  Road, 
Los  Angeles  26;  I  am  a  manufacturer  of  paper 
toilet  seat  covers. 

DQ-2  What  is  the  nature  or  organization  of  the 
Sani-Gard  Cover  Company? 

A.  That  is  a  fictitious  firm  name  of  the  com- 
pany under  which  I  do  my  business  and  T  am  tlie 
sole  owiier  of  the  business. 

DQ-3  Buring  what  period  of  time  have  you  con- 
tinned  to  do  business  under  the  name  of  Sani-Gard 
Cover  Company? 

A.     From  1936  until  the  present  time. 

BQ-4  Did  you  ever  file  a  certificate  of  doing 
business  under  such  fictitous  name  in  the  county 
clerk's  office  of  Los  Angeles  County? 

A.     I  did. 

Mr.  Westall:  We  offer  in  evidence,  as  Bunnell 
Exhibit  B,  a  certified  copy  of  the  fictitious  name 
record  filed  with  the  county  clerk,  showing  its  filing 
on  February  25,  1936. 

BQ-5     Please  state  whether  or  not  you  have  con- 
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tinned  to  operate  under  the  fictitious  name  "Sani- 
Gard  Cover  Company"  since  the  date  of  this  regis- 
tration as  shown  in  Dunnell  Exhibit  D. 

A.  I  have  continued  to  operate  under  that  name 
since  that  time. 

DQ-6    Up  to  the  present  time? 

A.     Up  to  the  present  date. 

DQ-7  During  the  period  of  time  last  mentioned, 
what  has  been  the  nature  of  your  business  conducted 
under  the  fictitious  name  of  Sani-Gard  Cover  Com- 
pany? 

A.  The  manufacture  and  distribution  and  sale 
of  paper  toilet  seat  covers  marked  with  the  trade- 
mark "Safe  Way"  as  set  out  in  my  application  for 
registration  of  that  mark,  of  which  these  proceed- 
ings are  a  part. 

DQ-8  Prior  to  your  first  adoption  and  use  of 
the  fictitious  name  "Sani-Gard  Cover  Company/' 
what  was  the  nature  of  your  business  and  under 
what  name  did  you  operate? 

A.  My  business  was  the  sale  and  distribution  of 
paper  toilet  seat  covers  and  I  used  the  fictitious 
firm  name  of  Sani-Gard  Sales  Company. 

DQ-9  Please  state  whether  or  not  you  were  the 
sole  owner  of  both  of  the  businesses  conducted  under 
the  names  of  Sani-Gard  Sales  Company  and  Sani- 
Gard  Cover  Company. 

A.  I  was  the  sole  owner  of  both  the  Sani-Gard 
Cover  Company  and  the  Sani-Gard  Sales  Company. 

Mr.  Westall:     We  now  offer  in  evidence  a  cer- 
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tified  copy,  of  the  county  clerk  of  Los  Angeles 
County,  of  the  registration  of  the  name  *'Sani-Gard 
Sales  Conipan}^  of  California"  as  Dunnell  Exhibit 
E,  the  certificate  showing  a  filing  date  of  September 
13,  1932. 

DQ-10  Where  was  your  place  of  business  under 
the  fictitious  name  Sani-Gard  Sales  Company? 

A.  For  a  few  months  it  was  located  in  the  Roose- 
velt Building  at  727  West  Seventh  Street  in  Los 
^Vngeles  and  shortly  after  that  I  conducted  the  busi- 
ness in  the  Title  Guarantee  Building  at  411  West 
Fifth  Street,  Los  Angeles. 

DQ-11  When  and  under  what  circiunstances  did 
you  first  use  the  trademark  "Safe  Way"  as  de- 
scribed in  your  application  for  registration  involved 
in  this  interference  or  in  this  opposition? 

A.     I  first  used  it  on  October  28,  1933. 

DQ-12  Will  you  explain  just  how  you  used  it 
at  the  date  you  have  last  mentioned? 

A.  I  took  a  steel  dispensing  cabinet  which  I  had 
and  printed  out  the  words  "Safe  Way  Paper  Toilet 
Seat  Covers"  and  applied  it,  that  is,  the  name  "Safe 
Way,"  on  this  steel  dispensing  cabinet.  Then  1 
also  took  some  of  my  ])aper  toilet  seat  covct-s  and 
placed  a  wrapper  around  them  and  labeled  those 
also  "Safe  Way  Paper  Seat  Covers"  and  loaded 
the  dispensing  cabinet  with  the  Safe  Way  Seat 
Covers  and  called  on  one  of  my  jobber  customers 
herein  Los  Angeles  and  exliibited  that  Safe  Way 
dispensing  cabinet  and  Safe  Way  seat  covers,  so 
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marked,  to  them  for  their  sale  or  for  their  con- 
sideration and  with  a  prospect  for  my  selling  those 
products  so  marked. 

DQ-13  How  do  you  happen  to  fix  the  date  Oc- 
tober 28,  1933,  referred  to  in  your  last  answer,  after 
this  length  of  time? 

A.  Well,  the  circumstances  surrounding  that  sit- 
uation with  respect  to  adopting  a  name  were  very 
important  to  me  and  they  were,  naturally,  im- 
pressed upon  my  mind.  I  had  given  a  great  deal 
of  thought  and  consideration  to  the  adoption  of  a 
name  that  would  be  acceptable  for  my  purpose  and 
acceptable  to  my  customers,  and  it  was  therefore 
impressed  very  carefully  and  very  thoroughly  upon 
my  mind  as  to  my  doing  that  at  that  particular 
time.  Also,  I  have  refreshed  my  recollection  with 
respect  to  that  by  referring  to  certain  of  my  pur- 
chase orders  for  a  supply  of  Safe  Way  dispensing 
cabinets  and  Safe  Way  toilet  seat  covers  which  were 
ordered  very  shortly  after  that  date  and  at  that 
time.   I  therefore  am  very  certain  of  that  date. 

DQ-14  After  labeling  and  exhibiting  the  cabinet 
with  the  name  "Safe  Way"  on  October  28,  1933, 
as  you  have  described,  what  did  you  next  do  with 
regard  to  having  any  order  or  anything  made  up 
for  such  cabinets? 

A.  I  wrote  a  purchase  order  and  addressed  it 
to  the  Morton  Manufacturing  Company  to  have  a 
number  of  dispensing  cabinets  made  and  also  made 
up  a  purchase  order  for  them  to  furnish  me  with 
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some  paper  toilet  seat  covers  also,  to  be  labeled  with 
the  trademark  ^'Safe  Way." 

DQ-15  You  have  referred  to  the  Morton  Manu- 
facturing Company.   Where  was  that  located? 

A.     In  Chicago. 

DQ-16  I  place  before  you  what  purports  to  be 
a  duplicate  purchase  order,  headed  "Sani-Gard 
Sales  Company,"  dated  November  7,  1933,  Order 
No.  216,  directed  to  the  Morton  Manufacturing 
Company,  for  2  Safeway  seat  cover  cabinets  (Wall 
Type),  at  $1,  which  I  ask  the  notaiy  to  mark  for 
identification  as  Dumiell  Exhibit  F,  and  ask  you 
if  this  is  the  purchase  order  to  which  you  have  just 
referred.  A.     It  is. 

DQ-17  Can  you  state  who  actually  typed  the 
purchase  order  marked  for  identification  Dunnell 
Exhibit  F?  A.     Yes;  I  tn3ed  it  myself. 

DQ-18    You  personally  typed  it? 

A.  I  pei"Sonally  typed  it  on  my  own  typewriter. 
I  was  operating  only  in  a  very  small  way  at  that 
time  and  had  no  regularly  employed  stenographer 
and  did  practically  all  of  my  o^sii  correspondence 
and  was  typing  my  own  lettei-s  and  orders. 

DQ-19  This  Dunnell  Exliibit  F  for  identifica- 
tion appears  to  be  a  carbon  copy.  Please  state 
whether  a  ribbon  copy  was  made  at  the  same  time. 

A.  Yes.  This  is  a  copy  and  there  was  an 
original. 

DQ-20  Where  did  you  send  the  original  pur- 
chase order? 
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A.  Tlie  oiiginal  of  tliat  purchase  order  was 
mailed  to  the  Morton  Manufacturing  Company  at 
Chicago,  Illinois,  and  I  personally  mailed  it,  as  I 
took  care  of  all  my  mail  personally. 

DQ-21  At  the  address  stated  on  the  purchase 
order  % 

A.  I  mailed  it  to  the  address  stated  on  the  pur- 
chase order  copy. 

DQ-22  Please  state  whether  you  stamped  the 
envelope  with  a  postage  stamp. 

A.  It  was  my  practice  to  use  regular  United 
States  stamped  envelopes.  So  the  order  was  put 
in  a  regular  United  States  government  stamped  en- 
velope and  mailed  by  me. 

DQ-23     Personally  by  you? 

A.     Personally. 

Mr.  Westall:  We  offer  Dunnell  Exhibit  F  for 
identification  in  evidence  as  Dunnell  Exhibit  F. 
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DQ-24  I  place  before  you  what  purports  to  be 
a  carbon  copy  of  a  letter  on  a  yellow  sheet  of  paper, 
without  a  letterhead,  addressed  to  Mr.  Charles  D. 
Morton,  Morton  Mfg.  Co.,  Chicago,  111.  and  dated 
November  7,  1933,  and  ask  you  if  you  wrote  such 
letter.  A.     I  did. 

DQ-25  Did  you  personally  typewrite  the  origi- 
nal and  this  carbon  as  you  have  described? 

A.     I  did. 

DQ-26  After  the  letter  was  written,  what  was 
done  with  the  original? 

A.  I  placed  it  in  an  envelope  properly  stamped 
and  placed  it  in  the  mail  together  with  a  purchase 
order  which  was  for  the  cabinets.  I  believe  they 
were  both  sent  at  the  same  time,  that  is,  mailed  at 
the  same  time. 

DQ-27  When  you  refer  to  the  purchase  order, 
do  you  mean  Dunnell  Exhibit  F? 

A.     That  is  right;  yes,  sir. 

DQ-28  Please  state  whether  or  not  you  signed 
the  original  letter. 

A.     Oh,  yes;  I  signed  it  with  my  signature. 

DQ-29  And  you  placed  the  proper  postage  upon 
it  and  mailed  it  to  the  Morton  Company,  did  you? 

A.  I  mailed  it  in  a  regular  stamped  envelope 
and  put  it  in  the  United  States  mails,  with  my  sig- 
nature on  the  original. 

DQ-30  Please  state  whether  or  not  on  the  origi- 
nal letter,  of  which  Dunnell  Exhibit  G  for  identi- 
fication is  a  carbon  copy,  there  was  contained  any 
other  matter  than  shown  on  the  carbon  copy. 
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A.  It  was  written,  of  course,  on  a  letterhead  of 
mine,  of  the  Sani-Gard  Sales  Company.  Merely  the 
name  of  the  fictitious  firm  was  there  as  well  as  the 
address  and  the  signature  was  also  on  the  original. 

DQ-31  And  there  were  no  other  changes  in  the 
letter?  A.     There  were  no  other  changes. 

Mr.  Hoge:  Counsel,  may  I  ask  what  the  pur- 
pose of  this  letter  is? 

Mr.  Westall:  It  is  to  show  in  connection  with 
the  other  docnmeiits  nn  adoption  and  actual  use 
inasmuch  as  the  opposition  in  a  paragiajih  has  de- 
nied the  ownership  of  the  trademark  v;hich  is  estab- 
lished by  adoption  and  use,  and  this  is  all  corrobo- 
rative of  the  adoption  and  use. 

Mr.  Hoge:  I  should  think  his  direct  testimony 
would  be  sufficient  for  that.  It  is  a  self-servhig 
document,  isn't  it? 

Mr.  Westall:  -iiuy  deed  is  a  self-serving  docu- 
ment, of  course. 

Mr.  Hoge:     Well,  I  won't  object  to  it. 

DQ-32  (By  Mr.  Westall)  :  I  notir-e  that  in  the 
first  paragraph  there  is  certain  underscoring  in 
pencil.  Do  you  know  whether  that  was  on  the  origi- 
nal that  you  sent  ?  A.     No ;  I  don 't  believe  so. 

DQ-33  That  has  been  placed  on  later,  has  it 
not? 

A.  That  has  been  placed  on  there  at  some  later 
date. 

Mr.  Westall:  We  offer  in  e\ndence  Diumell  Ex- 
hibit G  for  identification  as  Dumiell  Exhibit  G. 
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In  the  United  States  Patent  Oface 
Before  the  Examiner  of  Interferences 

0pp.  No.  23,281 

SAFEiWAY  STORES,  INCOEPORATED, 

Opposer, 

vs. 

WARREN  W.  BUNNELL, 

Applicant. 

BUNNELL  EXHIBIT  G 

Beposition  of  Warren  W.   Diumell,   Los  Angeles, 
California,  September  12,  1944. 

/s/  ROSS  REYNOLDS, 
Notary  Public. 

Bocket  Bivision,  U.  S.  Patent  Office,  Oct.  19, 1944. 
November  7  1933 

Mr.  Charles  B.  Morton, 
Morton  Mfg.  Co., 
Chicago,  111. 

Bear  Mr.  Morton: 

This  will  acknowledge  receipt  of  your  airmail- 
special  delivery  letter  of  the  6th,  which  was  received 
this  afternoon.  I  have  been  anxiously  awaiting  re- 
ceipt of  this  information,  and  needless  to  say  I  was 
not  only  mighty  glad  to  get  it,  but  overwhelmingly 
pleased  with  your  acquiesance  to  the  suggestions  I 
have  made,  and  the  splendid  help  and  backing  you 
are  giving  me  to  go  after  the  possible  business  I 
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see  probable  on  the  West  Coast  for  this  new  seat 
cover  to  be  known  as  "Safeway."    Here  is  my  as- 
surance that  nothing  short  of  a  calamity  is  going 
to  keep  me  from  producing  results. 

Yesterday  I  had  a  phone  call  from  Mr.  Remmers 
of  the  Crown-Willamette  Paper  Co.,  telling  me  that 
his  inquiry  of  their  San  Francisco  office  in  respect 
to  conversion  of  the  seat  covers  from  paper  made 
by  their  mill,  resulted  in  information  to  the  effect 
that  the  Mill  was  not  equipped  at  present  to  do  the 
actual  conversion.  They  were  however  veiy  much 
interested  in  the  inquiry,  and  will  be  very  i)leased 
to  cooperate  with  us  or  any  paper  converter,  in  re- 
spect to  acting  as  a  source  of  supply  for  the  paper 
itself.  I  shall  continue  my  investigation  as  to  the 
possibility  of  securing  other  quotations  from  con- 
verters, in  addition  to  price  quoted  by  Angelus,  but 
in  the  absence  of  anything  further  of  interest,  I  will 
make  up  my  proposal  to  Zellerbach  in  San  Fran- 
cisco, on  the  basis  of  prices  outlined  in  my  letter 
of  October  28th.  I  must  have  our  proposition  before 
them  by  the  26th  of  this  month,  for  consideration 
at  their  Standardization  Conference,  to  begin  on 
that  date,  and  which  I  believe  I  told  you  is  attended 
by  all  their  Pacific  Coast  Branch  Managers. 

In  connection  with  my  proposition  to  the  Zeller- 
bach Paper  Co.,  I  think  it  is  very  important  that 
I  pro\ade  for  their  consideration  at  the  meeting,  a 
sample  Safeway,  wall  type  cabinet.  Accordingly  I 
am  enclosing  order  #216  for  2  Safeway  wall  tyj>e 
cabinets  to  be  rushed  to  me  parcel  post  with  all 
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possible  speed.  If  necessary  I  think  yon  should 
make  these  two  cabinets  up  special,  so  that  I  will 
be  sure  to  have  them,  one  of  which  to  send  Zeller- 
bach  in  time  for  their  meeting.  The  other  one  I 
want  for  consideration  by  the  Associated  Oil  Co. 
in  San  Francisco. 

I  have  the  Auditorium  Building  here,  which 
houses  our  Philarmonic  Auditorium,  interested  in 
the  new  Wall  type  cabinet,  but  they  do  not  like  the 
red,  white  and  blue  coloring  at  all.  Consequently  I 
have  wired  you,  suggesting  that  we  would  much  pre- 
fer decalcomaniacs  of  a  gold  color  (similar  to  Sani 
Guard)  for  the  new  Safeway  Cabinets,  I  feeling  sure 
that  this  will  be  more  generally  acceptable  too.  I 
hope  you  can  do  this  without  difficulty.  But  do  not 
hold  up  shipment  of  the  two  cabinets  on  order  #216 
for  any  appreciable  time,  if  this  should  cause  any 
delay. 

In  the  Third  item  on  first  page  of  your  letter  of 
the  6th,  in  respect  to  the  paper,  you  mention  that 
it  will  be  supplied  without  paper  wrapper  at  the  top 
of  the  pad.  Please,  by  all  means,  do  not  leave  this 
off.  As  suggested  in  a  previous  letter  of  yours,  this 
paper  wrapper  is  of  considerable  assistance  in  keep- 
ing the  sheets  of  the  pad  in  position,  after  the  pad 
has  been  put  in  the  cabinet,  if  left  on  the  pad  and 
not  torn  off.  Sanitor  have  a  paper  wrapper  on  their 
pads  with  the  words  printed  on  it  "Do  not  remove 
this  wrapper."  I  believe  that  by  all  means  we 
should  have  a  wrapper  on  the  pad,  the  Vend  Gard 
wrapper  should  be  all  right  except  turned  over  and 
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the  printing  would  not  show  from  the  under  side. 

With  respect  to  paper  wrapper  for  the  feet  of 
the  pad,  I  mean  that  the  bradding  process  (wire 
Clips)  should  be  eliminated,  and  the  small  paper 
wrapper  only,  put  on  the  feet,  as  is  now  done  on 
Vend-Gard. 

I  suggest  providing  two  wood  screws  oidy,  as  per 
sample  enclosed,  with  each  cabinet.  It  is  not  neces- 
sary to  have  bolts  also  included,  of  any  type.  The 
screws  alone  will  meet  the  requirements  of  95%  of 
the  installations.  The  holes  of  course  should  fit  the 
screws  properly.  The  screws  could  be  included  in 
some  kind  of  an  envelope  together  with  the  cabinet 
lock  key. 

I  enclose  orders  for  both  cabinets  and  i)ap(U'  with 
])ropcr  shipping  instructions.  Mr.  Good>,  repre- 
sentative here  for  Menasha,  has  offer  any  coopera- 
tion he  can  in  respect  to  shipment  of  paper  in  their 
ca7's  to  the  Coast.  Menasha  has  about  12  cars  a 
month  to  Los  Angeles,  ajjout  7  per  month  to  San 
Francisco,  and  about  2  cars  a  month  to  Seattle. 
Some  service,  much  of  an  improvement  over 
Northern. 

Received  order  today  for  50  cases  Sani  Gard 
from  Metro  Goldwyn,  and  if  my  order  #212  ar- 
rives as  expected  in  Northern  Car  released  last 
Thursday  or  Friday,  I  can  made  delivery  and  col- 
lection therefor  so  that  I  can  send  you  at  least  a 
$100.00  more  than  the  $200.00  previously  prondsed 
for  this  month.    The  delay  in  shipment  of  order 
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#211,  for  Blake  Mofidtt  &  Towne,  has  resulted  in 
their  drawing  unexpectedly,  and  rather  heavily  on 
my  warehouse  stock  here,  so  I  need  order   #212 
badly. 

With  my  kindest  regards, 

Yours  very  truly, 
WD/L 

DQ-34  I  place  before  you  what  purports  to  be 
an  original  letter  on  the  letterhead  of  the  Morton 
Manufacturing  Company  of  Chicago,  Illinois,  dated 
November  20,  1933,  which  I  request  the  notary  to 
mark  for  identification  Dunnell  Exhibit  H,  and  ask 
you  how  that  letter  happened  to  come  in  your  pos- 
session ? 

A.  It  came  into  my  possession  in  the  regular 
course  of  my  business  through  the  mail. 

DQ-35     And  when  was  it  received? 

A.  It  was  received  within  two  or  three  days 
after  November  20,  1933. 

DQ-36  And  has  it  been  in  your  custody  since 
its  receij^t  and  until  you  turned  it  over  to  me  for 
the  purposes  of  this  case?  A.     It  has. 

DQ-37  Can  you  identify  the  signature  attached 
to  Dmmell  Exhibit  H  for  identification? 

A.  It  seems  to  be  the  signature  of  Charles  D. 
Morton,  vice-president  of  the  Morton  Manufactur- 
ing Company. 

DQ-38  I  notice  there  is  a  small  "k"  after  the 
name  or  the  signature. 
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A.  Well,  it  is  possible  that  that  might  have  been 
signed  for  Mr.  Moi-ton  by  his  secretary  who  wrote 
the  letter  and  she  initialed  it  in  that  way. 

Mr.  Westall:  We  offer  in  evidence  Dunnell  Ex- 
hibit H  for  identification  as  Dunnell  Exhibit  H. 

In  the  United  States  Patent  Office 
Before  the  Examiner  of  Inteferences 

0pp.  No.  23,281 

SAFEWAY  STORES,  INCORPORATED, 

Opposer, 
vs. 

WARREN  W.  DUNNELL, 

Applicant. 

DUNNELL  EXHIBIT  H 

Deposition  of  Warren  W.   Dunnell,   Los  Angeles, 
California,  September  12,  1944. 
/s/  ROSS  REYNOLDS, 
Notary  Public. 
Docket  Division,  U.  S.  Patent  Office,  Oct.  19, 1944. 

[Letterhead  Morton  Manufacturmg  Company] 

Nov.  20,  1933. 
Mr.  Warren  Dunnell, 
1200  Title  Guarantee  Bldg., 
Los  Angeles,  California. 

My  dear  Warren: 

Your  letter  of  the  18th  which,  of  course,  crossed 
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my  communication  of  the  same  date,  in  the  mails, 
has  just  come  to  hand. 

I  full  realize  the  urgency  on  your  part  for  the 
receipt  of  the  two  special  Safe- Way  Cabinets — and 
if  it  had  not  been  for  our  desire  to  hand-letter  the 
entire  cabinet  in  gold,  for  presentation  purposes  on 
your  part,  same  luight  have  been  released  several 
days  ago.  However,  the  cabinets  are  now  en  route 
to  you — having  been  sent  via  parcel  post,  special 
delivery,  and  we  are  sure  that  they  will  arrive  in 
ample  time  for  your  needs. 
Best  wishes — 

Sincerely, 

MORTON  MANUFACTURING 
COMPANY, 
/s/  CHARLES  D.  MORTON,    k 
Vice  President. 
CDM:K. 

DQ-39  Please  state  whether  or  not  you  received 
the  two  cabinets  as  per  your  purchase  order  No. 
216  and  the  letter  which  you  have  described  as  ac- 
companying such  purchase  order  to  the  Morton 
Manufacturing  Company  and  dated  November  9th, 
and  both  in  evidence  as  Dmuiell  Exhibits  P  and  G. 

A.  I  think  you  made  a  mistake  there.  I  received 
these  two  dispensing  cabinets  that  were  ordered 
herein  accordance  with  my  Order  No.  216. 

DQ-40  You  mentioned  in  your  answer  some  mis- 
take.  Will  you  please  explain  what  you  mean? 
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A.  You  referred  to  something  of  tlie  date  of 
November  9th. 

DQ-41  I  meant  dated  November  7th.  I  made  a 
mistake.  A.     That  is  right. 

DQ-42  When  did  you  receive  said  two  cabinets 
last  referred  tol 

A.     In  the  latter  part  of  November,  1933. 

DQ-43  Please  stale  whether  or  not  the  two  cabi- 
nets last  referred  to  were  marked  with  the  trade- 
mark "Safeway"  as  directed  in  your  letter  and  pur- 
chase order,  Dimnell  Exhibits  F  and  G. 

A.     They  were  marked  in  that  way. 

DQ-44  When  did  you  first  order  toilet  seat  cov- 
ers bearing  the  name  "Safe  Way"  as  described  in 
your  application  involved  in  this  opposition? 

A.     On  November  9,  1933. 

DQ-45  That  was  the  same  date  as  the  order  Dmi- 
nell  Exhibit  F  and  the  letter  Dumiell  Exhibit  G,  is 
that  correct? 

A.     No;  that  was  two  days  later. 

DQ-46  What  was  tlie  nature  of  the  business  of 
the  Morton  Manufacturing  Company  at  the  time  last 
referred  to"? 

A.  They  were  manufacturers  of  railway  equip- 
ment and  industrial  steel  products. 

DQ-47  Was  the  Morton  Manufacturing  Com- 
\>2i\\j  in  the  business  of  manufacturing  toilet  seat 
covers  at  the  time  last  referred  to  or  at  any  other 
time? 

A.     No;    they    were    manufacturing    industrial 
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equipment  of  one  kind  or  another,  which  included 
steel  dispensing  cabinets  for  paper  toilet  seat  cov- 
ers, and  they  purchased  paper  toilet  seat  covers 
from  paper  mills  in  their  vicinity  there  in  the  middle 
west  and  resold  the  paper  seat  covers.  ' 

DQ-48  How  did  you  happen  to  place  the  order 
of  November  9,  1933,  last  referred  to,  with  the  Mor- 
ton Manufacturing  Company  for  toilet  seat  covers 
marked  with  the  trademark  "Safe  Wayt" 

A.  They  were  properly  connected  with  the  paper 
mills  in  that  locality  for  the  product  known  as  paper 
toilet  seat  covers  and  they  were  giving  me  a  satis- 
factory price  and,  as  long  as  I  was  buying  my  dis- 
pensing cabinets  from  them  for  those  pa^er  seat 
covers,  it  was  natural  for  me  to  buy  also  the  paper 
seat  covers  from  them. 

DQ-49  I  hand  you  what  purports  to  be  a  dupli- 
cate of  a  purchase  order,  dated  November  7,  1933, 
numbered  224,  directed  to  the  Morton  Manufactur- 
ing Company,  for  20  cases,  2,000,  Safeway  paper 
seat  covers,  which  I  will  ask  the  notary  to  mark  for 
identification  as  Bunnell  Exhibit  I,  and  ask  you  if 
that  is  the  order  which  you  have  just  referred  to. 

A,  This  is  the  order  except  that  I  believe  I  made 
a  mistake  in  saying  November  9th  and  it  should  have 
been  November  7,  1933. 

DQ-50  It  was  the  same  date  as  the  order  for  the 
cabinets,  Bunnell  Exhibit  F? 

A.     That  is  right. 

BQ-51     And   did   you   type   the   original   ribbon 
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copy  of  which  Dunnell  Exhibit  I  for  identification 
is  a  carbon?  A.     I  did;  I  typed  it. 

DQ-52  And,  after  you  typed  it,  what  did  you  do 
with  it? 

A.  I  signed  it  and  put  it  in  the  mail  personally, 
with  the  proper  postage  on  the  envelope. 

DQ-53     And  addressed  to  whom? 

A.  And  addressed  to  the  Morton  Manufacturing 
Company  at  Chicago,  Illinois. 

DQ-<54  Did  you  afterwards  receive  from  the 
Morton  Manufacturing  Company  the  20  cases,  2,000, 
paper  toilet  seat  covers,  labeled  with  your  trade- 
mark "Safe  Way"  and  referred  to  in  your  order? 

A.  I  received  these  20,000  seat  covers  and  that 
would  mean  20  cases  rather  than  the  2,000  which 
you  mentioned. 

DQ-55     Yes;  20,000,  it  should  be. 

A.     Yes ;  that  is  right. 

Mr.  Westall:  We  offer  in  evidence,  as  Dunnell 
Exhibit  I,  the  exhibit  by  the  same  lettering  hereto- 
fore marked  for  identification. 
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DQ-56  I  place  before  you  what  purpoi*ts  to  be 
an  original  invoice,  dated  December  9,  1933,  of  the 
Morton  Manufacturing  Company  of  Chicago,  re- 
ferring to  your  order  No.  224,  and  its  date,  appar- 
ently misdated,  is  11-9-33,  for  20  cases  of  Safe  Wa}^ 
paper  seat  covers  at  $2.40,  $48,  which  I  request  the 
notary  to  mark  for  identification  as  Dunnell  Ex- 
hibit J,  and  ask  you  if  you  recognize  that  docu- 
ment and  when  you  first  saw  it. 

A.  I  first  saw  this  invoice  within  a  few  days 
after  its  date  of  December  9,  1933,  on  which  date 
the  goods  were  shipped  to  me,  consisting  of  20  cases 
or  20,000  Safe  Way  paper  toilet  seat  covers; 

DQ-57  I  notice  there  appears  to  be  a  slight  dis- 
crepancy in  the  date  of  Dunnell  Exhibit  I  and  the 
statement  at  the  head  of  Dunnell  Exhibit  J  for  iden- 
tification in  that,  while  the  order  is  correctly  num- 
bered, the  date  is  11-9-33,  while  your  order  appeai-s 
to  be  November  7th.    Can  you  explain  that? 

A.  I  can't  explain  it.  I  could  only  surmise  that 
either  the  stenographer  or  whoever  made  out  the 
Morton  invoice  made  a  mistake  in  specifying  it  as 
11-9-33  instead  of  11-7-33,  or  I  may  possibly  may 
not  have  mailed  this  for  two  days  after  November 
7,  1933,  and  may  have  changed  the  original  to  No- 
vember 9,  1933,  and  didn't  change  this  particular 
copy.  That  would  be  my  only  supposition  which 
would  cause  that  discrepancy. 

Mr.  Westall :  We  offer  in  evidence  Dunnell  Ex- 
hibit J  for  identification  as  Dunnell  Exhibit  J. 
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DQ-58  Please  state  if  you  received  the  toilet  seat 
covers  ordered  from  the  Morton  Manufacturing 
Company  and  described  in  said  invoice  Bunnell  Ex- 
hibit J. 

A.  Yes ;  I  received  those  Safe  Way  paper  toilet 
seat  covers  within  a  few  days  after  the  invoice  date 
of  December  9,  1933. 

DQ-59  Were  those  seat  covers  marked  or  labeled 
with  your  trademark  "Safe  Way"  as  you  had  di- 
rected? A.     They  were. 

DQ-60  Prior  to  your  order  No.  224,  Dunnell  Ex- 
hibit I,  to  the  Morton  Manufacturing  Company,  had 
the  Morton  Manufacturing  Company  or  anyone  else, 
to  your  knowledge,  ever  used  the  trademark  'SSafe 
Way"  as  applied  to  toilet  seat  covers'? 

A.     They  never  had  that  I  know  of. 

DQ-61  Who  designed  the  toilet  seat  covers  which 
you  ordered  from  the  Morton  Manufacturing  Com- 
pany in  your  order  Dunnell  Exhibit  I? 

A.     I  did. 

DQ-62  Has  the  toilet  seat  cover  which  you  have 
sold  under  the  trademark  "Safe  Way"  been  pat- 
ented? A.     It  has, 

DQ-63  I  show  you  a  copy  of  the  specification 
and  drawings  of  Dunnell  patent  No.  2,025,941,  dated 
December  31,  1935,  to  W.  W.  Dunnell,  for  sanitary 
cover  for  toilet  seats,  and  ask  you  if  that  is  the  pat- 
ent to  which  you  have  referred,  requesting  the  no- 
tary to  mark  said  patent  for  identification  as  Dun- 
nell Exhibit  K.  A.     It  is. 
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DQ-64  Are  you  the  owner  of  said  patent  marked 
for  identification  as  Bunnell  Exhibit  Kf 

A.     I  am. 

Mr.  Westall :  Wc  offer  in  evidence  the  patent 
heretofore  marked  for  identification  as  Bunnell  Ex- 
hibit K  as  Dimnel  Exhibit  K. 

r)Q-65  You  have  heretofore  testified,  particu- 
larly referring  to  Dimnell  Exhibits  F  and  G,  the 
order  and  letter,  l)oth  of  November  7,  1933,  that 
yon  received  from  the  Morton  Manufacturing  Com- 
pany pa"i)er  toilet  seat  cover  cabinets  labeled,  under 
your  directions,  wdth  the  name  "Safe  Way."  Please 
state  what  you  did  with  these  two  cabinets. 

A.  I  had  ordered  those  two  cabinets  for  sample 
purposes  to  be  used  in  ]:)romoting  the  sale  of  my 
]iapcr  seat  covers  and  dispensing  cabinets  with  that 
name  "Safe  Way,"  and  one  of  those  cabinets  I  fur- 
nished to  a  paper  jobber,  the  Zellerbach  Paper  Com- 
pany of  San  Francisco,  and  the  other  cabinet  I  used 
to  solicit  business  for  the  sale  of  my  covers  marked 
"Safe  Way"  and  the  cabinets  marked  also  with  the 
t Trademark  "Safe  Way." 

DQ-66  Please  state  when  you  made  a  fii^t  sale 
of  either  of  said  cabinets,  with  paper  toilet  seat 
covers  marked  "Safe  Waj'"  therein. 

A.  I  made  my  first  sale  of  Safe  Way  paper  toilet 
seat  covers  and  Safe  Way  cabinets  on  December  12, 
1933. 

r)Q-67  How  do  you  happen  to  remember,  after 
this  length  of  time,  that  it  was  December  12,  1933, 
when  you  first  sold  toilet  seat  covers  labeled  with 
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your  trademark  "Safe  Way"  in  a  cabinet  also  la- 
beled with  the  trademark  "Safe  Way,"  which  cabi- 
net was  furnished  by  the  Morton  Manufacturing 
Company  as  you  have  testified'? 

A.  This  first  sale  was  a  very  important  transac- 
tion to  me,  it  being  my  first  sale  of  paper  toilet  seat 
covers  and  dispensing  cabinets  marked  with  the 
trademark  "Safe  Way,"  and  it  was  therefore,  nat- 
urally, impressed  upon  my  mind.  Also,  I  have  re- 
freshed my  recollection  with  respect  to  that  first  sale 
by  looking  into  my  records,  where  I  found  a  ledger 
sheet  of  the  Wholesale  Paper  and  Twine  Company 
in  Los  Angeles  which  has  an  entry  thereon  which 
I  can  identify  as  being  this  sale  of  one  Safe  Way 
dispensing  cabinet  and  1,000  Safe  Way  paper  seat 
covers.  With  my  recollection  so  refreshed,  I  can 
be  positive  it  was  that  date. 

DQ-68  Have  you  kept  books  of  account  of  your 
business  in  the  sale  of  toilet  seat  covers  under  the 
fictitious  name  of  Sani-Gard  Sales  Company  and 
Sani-Gard  Cover  Company? 

A.     Yes;  I  have. 

DQ-69  Who  actually  made  the  entries  in  such 
books?  A.     I  did. 

DQ-70  Please  explain,  briefly,  how  such  records 
or  books  of  account  were  kept,  taking,  if  you  wish, 
as  a  specific  instance  your  account  with  the  Whole- 
sale Paper  and  Twine  Company  which  you  have 
just  mentioned. 

A.  Well,  the  procedure  was  in  the  nature  of  a 
customer,  whom  I  had  probably  solicited,  sending 
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mo  their  order  in  either  one  of  two  ways.  If  it  was 
an  order  from  an  ont-of-town  customer,  it  would, 
naturally,  come  by  means  of  a  purchase  order  which 
they  had  sent  to  me  in  the  mail.  If  it  was  a  local 
customer  here  in  Tvos  Angeles,  where  I  had  my  of- 
fice, very  frequently  the  procedure  was  to  call  my 
office  on  the  phone  and  the  order  was  taken  over 
the  phone  either  by  me  or,  if  I  was  not  there,  by 
a  girl  who  I  had  taking  care  of  my  business  through 
a  so-called  telephone  service.  Such  transactions 
would  be  handled  by  means  of  a  ])encil  memorandum 
being  made  of  the  customer's  order.  The  goods 
would  then  be  shipped  or  delivered  and  an  invoice 
tj'ped  out,  one  original  and  one  copy,  and  mailed  to 
the  customer,  covering  that  sale.  Then  a  copy  of 
that  transaction  would  be  made  from  the  invoice 
copy  into  or  onto  my  regular  ledger  account  for  that 
particular  customer. 

DQ-71  Or  from  the  order  which  you  took  if  it 
wasn't  an  invoice? 

A.  We  always  made  invoices  for  every  transac- 
tion wherever  any  merchandise  was  sold. 

DQ-72  What  book  would  you  make  an  entry  in  ? 
Did  you  have  a  daybook  or  a  journal? 

A.  No.  For  that  particular  type  of  transaction 
there  was  merely  a  copy  of  the  transaction  made 
onto  a  ledger  sheet  from  the  copy  of  the  invoice. 

DQ-73  I  place  before  you  what  purports  to  be 
a  loose-leaf  ledger  sheet  headed  "Wholesale  Paper 
&  Twine  Co.,  447  Commercial  St.,  Los  Angeles,"  the 
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first  entry  of  which  is  "1933,  Dec.  12,  Folio  779, 
Debits,  $2.75,  Balance,  $2.75,"  which  I  request  the 
notary  to  mai'k  for  identification  as  Dunnell  Ex- 
hibit L,  and  ask  you  to  state  whether  or  not  that 
is  your  original  ledger  sheet  of  the  account  of  the 
Wholesale  Paper  &  Twine  Company  to  which  you 
have  just  referred. 

A.  That  is  the  ledger  sheet  to  which  I  have  just 
referred. 

DQ-74  Referring  to  Dunnell  Exhibit  L  for  iden- 
tification, please  state  in  whose  handwriting  are  the 
entries  on  the  sheet. 

A.     They  are  in  my  handwriting. 

DQ-75  Please  explain,  briefly,  the  events  which 
led  up  to  the  procedure  of  making  the  first  entry 
on  Dunnell  Exhibit  L  for  identification,  reading, 
''1933,  Dec.  12,  Polio  779,  Debits,  $2.75,  Balance, 
$2.75." 

A.  The  procedure  would  have  been  and  was  to 
copy  onto  this  ledger  sheet  from  the  copy  of  in- 
voice, either  on  the  same  day  of  that  invoice  or  a 
few  days  thereafter,  this  information  which  shows 
the  date  December  12,  1933,  the  invoice  No.  779, 
and  the  amount  of  the  invoice. 

DQ-76  Does  Folio  779  on  Dunnell  Exhibit  L  for 
identification  indicate  the  invoice? 

A.     My  invoice  number. 

DQ-77     And  not  the  folio  of  any  other  book  ? 

A.     No ;  that  doesn  't  refer  to  anything  else. 
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DQ-78  Can  yon  produce  invoice  779  last  referred 
to?  A.     Do  you  mean  the  original? 

DQ-79     The  original. 

A.     I  couldn't  produce  the  original;  no. 

DQ-80     Or  a  copy  of  it? 

A.     No;  I  can't  produce  a  copy  of  it. 

DQ-81     What  liecame  of  invoice  779  or  the  copy  ? 

A.  The  original  was  mailed  to  the  customer.  The 
co]3y  I  do  not  have  because  it  is  such  an  old  record. 
I  have  made  a  practice  of  keeping  copies  of  my  in- 
voices for  a  period  of  at  least  three  years  but  after 
that  T  have  not  kept  them. 

DQ-82  Is  the  Wholesale  Paper  &  Twine  Com- 
])any  now  in  existence? 

A.     I  understand  they  are  no  longer  in  business. 

DQ-83  How  do  you  happen  to  be  able,  so  long 
after  the  entry,  to  state  positively  what  the  item  re- 
ferred to  in  said  ledger  sheet  Dunnell  Exhibit  L  for 
identification  relates  to? 

A.  Because,  as  I  testified  before,  this  was  my 
first  sale  of  Safe  Way  paper  toilet  seat  covers  and 
cabinets,  and  this  particular  account,  the  Wholesale 
Paper  &  Twine  Company,  was  also  a  new  account 
with  me:  and  I  primarily  secured  them  as  a  cus- 
tomer and  an  account  because  of  my  display  and 
solicitation  of  their  business  with  my  new  Safe 
Way  paper  toilet  seat  cover  and  Safe  Way  cabinet ; 
and  I  can  recognize  that  the  price  entered  on  the 
ledger  sheet  was  for  a  quantity,  as  the  price  would 
indicate,  which  I  can  recall,  and  it  very  definitely  is 
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for  1,000  Safe  Way  paper  toilet  seat  covers  and 
there  was  one  Safe  Way  dispensing  cabinet  that  I 
leased,  with  no  charge. 

DQ-84  Please  state  whether  or  not  the  Safe  Way 
seat  covers  that  were  furnished  with  the  cabinet 
were  labeled  with  your  mark  ''Safe  Way,"  refer- 
ring particularly  to  the  transaction  shown  on  Bun- 
nell Exhibit  L  for  identification. 

A.  Yes;  those  seat  covers  were  marked  with  my 
trademark  "Safe  Way." 

Mr.  Westall:  We  offer  in  evidence,  as  Bunnell 
Exhibit  L,  the  ledger  sheet  heretofore  marked  Bun- 
nell Exhibit  L  for  identification. 
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DQ-85  What  became  of  the  other  cabinet  that 
you  received  from  the  Morton  Manufacturing  Com- 
pany in  compliance  with  your  letter  and  order,  Bun- 
nell Exhil)its  F  and  G? 

A.  The  other  Safe  Way  cabinet  I  kept  and  used 
for  soliciting  business  and  used  it  for  sales  purposes 
as  an  exhibit  of  my  product. 

DQ-86  From  the  time  of  the  first  adoption  and 
use  of  the  trademark  ''Safe  Way"  as  applied  to 
toilet  seat  covers,  have  you  continued  miinterrupt- 
edly  to  the  present  time  to  sell  said  products  under 
said  trademark  "Safe  Way?" 

A.  Ever  since  my  adoption  and  first  use  of  the 
trademark  "Safe  Way"  for  paper  toilet  seat  cov- 
ers, I  have  continued  to  use  it. 

DQ-87  And  since  the  time  shown  in  Bunnell  Ex- 
hibits F,  G  and  I  from  whom  have  you  procured 
cabinets  and  toilet  seat  covers  marked  with  your 
trademark  "Safe  Way?" 

A.  I  have  procured  them  from  a  number  of  con- 
cerns, the  Whedon  Paper  Converting  Company, 
Morton  and  some  others. 

BQ-88  I  place  before  you  a  paper  ribbon  with 
certain  printing  thereon  in  red,  which  I  request 
the  notary  to  mark  for  identification  Bunnell  Ex- 
hibit M,  and  ask  you  if  that  is  a  sample  of  the 
bands  which  you  used  as  labels  on  your  toilet  seat 
covers  and  which  you  sold  under  the  trademark 
"Safe  Way"  from  the  time  of  your  first  adoption 


324  Safeway  Stores,  Inc.  vs. 

Plaintiff's  Exhibit  No.  3— (Continued) 
(Deposition  of  Warren  W.  Dminell.) 
and  use  of  said  name,  as  you  have  heretofore  tes- 
tified. 

A.  These  are  the  bands  which  I  am  using  at  the 
present  time  as  a  wrapper  around  100  of  my  paper 
toilet  seat  covers  which  I  sell  under  the  trademark 
''Safe  Way." 

DQ-89  Please  state  how  that  compares  with  the 
l)a)i(l  that  you  first  used  on  toilet  seat  covers  at  the 
time  of  your  first  adoption  and  use. 

A.  The  band  which  I  first  used  would  be  similar 
in  nature  to  this.  There  would  be  some  change  in 
the  printing  or  in  the  copy  of  the  printing.  This 
one,  for  example,  shows  the  patent  number,  which 
did  not  come  into  existence  until  1935.  But  the 
bands  used  previous  to  that  time  were  similar  to 
this. 

DQ-90  And  from  what  time  did  you  say  that 
you  used  such  bands  similar  to  Bunnell  Exhibit  M 
for  identification,  as  you  have  just  described? 

A.  I  have  used  this  band  since  in  1936.  The  pat- 
ent was  granted  on  December  31,  1935,  and,  pre- 
sumably, very  shortly  after  that  patent  grant  came 
to  my  notice,  I  started  using  bands  of  this  type, 
with  this  type  of  printing. 

DQ-91  And,  up  to  1936,  or  the  date  you  have 
just  mentioned,  please  state  what  kind  of  bands  you 
used. 

A.  A  band  similar  in  nature  and  size  and  type 
to  this  band  which  is  Exhibit  M. 

DQ-92     I  notice  that  Dunnell  Exhibit  M  for  iden- 
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tification  contains  the  marking  ''Patent  No.  2,025,- 
941."  Please  state  whether  or  not  that  was  on  the 
original  bands,  like  Bunnell  Exhibit  M  for  identi- 
fication, which  you  first  used  when  you  adopted  the 
name  "Safe  Way." 

A.  No.  As  I  have  explained,  the  first  bands 
w^ould  not  liave  contained  that  notation. 

Mr.  Westall :  We  offer  in  evidence  the  band  here- 
tofore marked  Bunnell  Exhibit  M  for  identification 
as  Bunnell  Exhibit  M. 

BQ-93  I  place  before  you  a  light  brown  col- 
lapsed carton,  carrying  on  each  side  certain  printing 
in  red,  which  I  request  the  notary  to  mark  for  iden- 
tification as  Bunnell  Exhibit  N,  and  ask  you  if  that 
is  a  carton  in  which  you  have  inclosed  and  sold  toi- 
let seat  covers  such  as  you  have  heretofore  described, 
labeled  with  the  band  Bunnell  Exhibit  M. 

A.  No ;  that  is  a  carton  in  which  I  inclosed  one 
Safe  Way  dispensing  cabinet. 

BQ-94  Please  state  how  long  you  used  cartons 
like  and  similar  to  Bunnell  Exhibit  N  for  identifi- 
cation for  dispensing  cabinets. 

A.     I  used  these  probably  for  six  or  seven  years. 

Mr.  Westall :  We  offer  in  evidence  the  collapsed 
carton,  heretofore  marked  Bunnell  Exhibit  N  for 
identification,  as  Bunnell  Exhibit  N. 

(By  agreement  between  counsel,  a  recess  was 
taken,  at  the  hour  of  12:00  o'clock  noon,  to  the 
hour  of  2:00  o'clock  p.m.  of  the  same  date.) 
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(Met  pursuant  to  adjournment,  at  the  hour 
of  2:00  o'clock  p.m.  on  the  same  date  and  at 
the  same  place.) 

T)Q-95  T]]  cabinets  like  and  similar  to  those 
heretofore  described  as  being  inclosed  in  cartons 
like  Bunnell  Exhibit  N,  you  inclosed  toilet  seat 
covers,  did  you  not,  labeled  "with  the  words  ''Safe 
Way?" 

A.  I  also  had  a  carton  which  I  used  to  pack 
paper  toilet  seat  covers  in  and  that  was  also  labeled 
"Safe  Way." 

DQ-96  T  place  before  you  a  light  brown  col- 
lapsed carton,  having  certain  printing,  in  red,  on 
each  of  its  four  sides,  which  carton  I  request  the 
notary  to  mark  for  identification  Duiuiell  Exhibit 
O,  and  ask  you  if  that  is  a  sample  of  the  form  of 
carton  in  which  you  sold  paper  toilet  seat  covers, 
such  as  you  have  heretofore  described,  labeled  with 
your  trademark  "Safe  Way." 

A.  That  is  a  carton  which  I  am  now  using  and 
have  been  using  for  packaging  my  Safe  Way  paper 
toilet  seat  coA^ers  and  have  had  imprinted  on  the 
four  sides  of  that  carton  the  trademark  "Safe 
Way." 

DQ-97  And  during  what  pei'iod  have  you  used 
Bunnell  Exhibit  O  for  identification"? 

A.  I  have  used  this  particular  type  and  style  of 
carton  for  quite  a  mmiber  of  years.  I  have  changed 
the  style  possibly  somewhat  from  time  to  time  but, 
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to  all  intents  and  purposes,  the  particular  sample  il- 
lustrates and  shows  how  the  packaging  has  been 
done  over  a  period  of  years,  ever  since  I  started 
manufacturing  Safe  Way  paper  toilet  seat  covers 
and  called  them  by  the  trade  name  ''Safe  Way." 

Mr.  Westall :  We  offer  in  evidence,  as  Bunnell 
Exhibit  O,  the  carton  heretofore  marked  for  iden- 
tification by  said  letter  O. 

DQ-98  I  note  that  on  Exhibits  N  and  O,  in  the 
first  of  which  your  dispensing  cabinet  is  inclosed, 
and  in  the  second  of  which  you  sell  toilet  seat  cov- 
ers marked  "Safe  Way,"  *  *  you  have  prominently 
informed  that  the  seat  covers  were  manufactured 
by  the  Sani-Gard  Cover  Company.  Please  state  how 
long  you  have  continued  to  prominently  display  the 
origin  of  youi'  seat  covers  either  under  the  fictitious 
name  of  Sani-Gard  Sales  Company  or  Sani-Gard 
Cover  Company  and  both, 

Mr.  Hoge:  At  this  point  may  the  record  show 
the  printing  of  the  words  "Sani-Gard  Cover  Com- 
pany" is  in  letters  very  much  smaller  than  the 
words  "Safe  Way?" 

Mr.  Westall:  Yes;  I  think  that  sufficiently 
shows. 

A.  Ever  since  I  have  been  selling  and  distribut- 
ing paper  seat  covers  with  the  trade  name  "Safe 
Way,"  I  have  marked  them  with  the  name  "Safe 
Way"  and  also  my  fictitious  firm  name  "Sani-Gard 
Sales  Company"  or,  as  I  am  doing  at  the  present 
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time,  with  the  name  "Sani-Gard  Cover  Company, 
Los  Angeles." 

DQ-99  And  I  take  it  you  have  used  the  name 
**Sani-Gard  Cover  Company"  on  your  packages 
of  Safe  Way  since  the  time  you  adopted  that  ficti- 
tious name  in  1936,  is  that  correct? 

A.     That  is  correct. 

I)Q-100  And,  prior  to  that  time,  is  it  correct 
to  say  tliat  you  used  on  such  containers  the  name 
"Sani-Gard  Sales  Company?" 

A.  Yes;  the  carton  in  which  the  cabinets  or  the 
pa})er  seat  covers  wei-e  ])acked,  showing  the  trade- 
mark "Safe  Way,"  was  then  designated  as  the  Sani- 
Gard  Sales  Company  as  the  source  of  manufacture. 

DQ-101  How,  if  at  all,  have  you  advertised  your 
products  or  product,  toilet  seat  covers? 

A.  I  have  advertised  them  in  a  number  of  ways. 
One  of  the  methods  which  I  have  used  to  develop 
considerable  business  has  been  to  secure  a  listing 
in  different  paper  directories  which  are  published 
and  distributed  to  paper  jobbers  and  others  inter- 
ested in  using  paper  pi'oducts.  Those  are  directories 
showing  all  kinds  of  different  types  of  paper  prod- 
ucts and  have  sub-headings  and  listings  under  dif- 
ferent paper  items,  among  which  are  included  paper 
toilet  seat  covers,  and  that  listing  would  also  show 
and  has  always  shown  my  fictitious  name  of  the 
Sani-Gard  Sales  Company  or  the  Sani-Gard  Cover 
Company,  with  the  address  in  Los  Angeles.  Also, 
I  have  prepared  circulai-s  of  one  kind  and  another, 
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sometimes  circulars,  which  we  call  envelope  stuf- 
fers,  with  an  illustration  and  description  of  my 
product  ''Safe  Way  Paper  Seat  Covers,"  and 
sent  those  out  in  envelopes,  and  in  my  regular 
mailing  I  have  also  prepared  letterheads  showing 
my  fictitious  firm  name  ''Sani-Gard  Sales  Com- 
pany" or  "Sani-Gard  Cover  Company,"  and  in 
some  instances  those  letterheads  were  made  up  in 
what  we  call  a  broadside  form  where  there  were 
supplemental  pages  to  the  letterhead  and  those  sup- 
plemental pages  illustrated  and  described  the  prod- 
uct "Safe  Way  Paper  Toilet  Seat  Covers"  and 
''Safe  Way  Cabinets."  Then  considerable  adver- 
tising has  been  done  by  means  of  personal  solicita- 
tion and  furnishing  samples  whenever  they  have 
been  asked  for  by  inquiries  that  have  come  in  by 
mail  from  prospective  customers  all  over  the  coun- 
try. I  have  used  also  in  my  business  an  invoice 
form  which  always  has  contained  my  name  "Sani- 
Gard  Sales  Company"  or  "Sani-Gard  Cover  Com- 
pany." 

DQ-102  Referring  specifically  to  the  listings 
which  you  have  mentioned,  have  you  set  forth  in 
those  lists  your  trademark  "Safe  Way"  as  applied 
to  toilet  seat  covers  or  have  you  merely  listed  them 
as  toilet  seat  covers'? 

A.  In  these  directories  I  have  merely  listed  my 
firm  name  as  a  source  of  supply  for  paper  toilet 
seat  covers  and  the  particular  trade  name  "Safe 
Way"  has  not  been  mentioned. 
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DQ-103  When,  by  reason  of  such  advertising  or 
otherwise,  you  were  contacted  reg'ardino;  the  pos- 
sible sale  of  toilet  seat  covers,  how  and  in  what  man- 
ner, if  at  all,  did  you  inform  the  prospective  cus- 
tomers of  your  trademark  "Safe  Wa}-"  as  applied 
to  said  seat  covers? 

A.:  That  was  by  answerina-  such  inquiries  as  came 
in  the  mail,  generally  speaking,  by  writing  a  let- 
ter and  enclosing  literature  illustrating  and  describ- 
ing my  product  ''Safe  Way"  toilet  seat  covers. 

DQ-104  I  place  ])efore  you  a  blank  letterhead 
l>Ur porting  to  be  of  the  Sani-Gard  Cover  Company, 
carrying  on  its  back  an  advertising  description  of 
Safe  Way  cabinets  and  covers,  which  I  request  the 
notary  to  mark  for  identification  as  Bunnell  Ex- 
hibit P,  and  ask  you  if  you  can  identify  that  paper. 

A.  Yes;  this  is  one  of  my  letterheads  which  con- 
tains an  illustration  and  description  of  my  Safe 
Way  "paper  toilet  seat  covers  and  cabinets. 

DQ-105  Referring  to  the  advertising  on  the  back 
advertising  the  name  "Safe  AYay,"  how  long  have 
}'ou  continued  to  use  that  form  of  advertising  on  the 
letterheads  of  the  Sani-Gard  Cover  Company  or  the 
previous  company,  the  Sani-Gard  Sales  Company? 

A.  I  believe  this  ])articular  letterheml  here  was 
made  up  some  time  in  1939,  shortly  after  I  acquired 
this  address  of  3101  Pasadena  Avenue,  and  I  have 
been  using  it  ever  since. 

DQ-106  Had  you  ever  used  that  particular 
method  before  that  time,  with  the  description  on 
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the  back  of  it,  referring  to  Bunnell  Exhibit  P  for 
identification  1 

A,     Yes;  I  have  used  that  at  other  times. 

DQ-107     Since  when  or  during  what  time'? 

A.  I  should  say,  since  1934  or  1935,  in  this  par- 
ticular way  I  have  had  letterheads  with  advertising 
literature  made  up. 

DQ-108  From  the  time  of  your  first  adoption  of 
the  name  "Safe  Way"  as  applied  to  toilet  seat  cov- 
ers, have  you  had  a  letterhead  in  which  you  promi- 
nently displayed  the  name  Sani-Gard  Cover  Com- 
pany or,  prior  to  the  adoption  of  that  name,  the 
Sani-Gard  Sales  Company  1 

A.     Yes ;  I  have. 

Mr.  Westall:  We  offer  Bunnell  Exhibit'  P  for 
identification  in  evidence  as  Bunnell  Exhibit  P. 

Mr.  Hoge:  May  I  ask,  counsel,  if  I  may  be  fur- 
nished with  two  copies  of  this  various  advertising 
matter  and  labels  except  the  wrapper  which  Mr. 
Bunnell  has  already  furnished  me  ? 

Mr.  Westall:     I  think  we  can  do  that;  yes. 

A.     Yes;  we  can  do  that. 

BQ-109  How  extensively  has  *' Sani-Gard"  as  a 
part  of  your  fictitious  name  become  known  in  local 
and  interstate  commerce?  '-•'  ■'•  ■ ' 

A.  It  has  become  known  rather  extensively  be- 
cause I  have  been  selling  and  am  now  selling  and 
have  been  selling  for  some  years  Safe  Way  paper 
toilet  seat  covers  throughout  the  United  States  and 
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in  forcit^ii  countries  under  the  name  of  Sani-Gard 
Sales  Con-ij)any  and  Sani-Gard  Cover  Company. 

DQ-110  In  what  maimer,  if  at  all,  had  the  name 
''Sani-Gard"  in  connection  with  your  business  or 
organization  become  known  in  connection  with  the 
sale  of  toilet  seat  covers  prior  to  your  adoption  of 
the  trademark  "Safe  Way?" 

A.  Prior  to  that,  I  had  been  sellinj^  a  seat  cover 
which  I  had  branded  with  the  trade  name  ''Sani- 
Gard."  the  same  as  my  fictitious  firm  name,  and 
had  been  sellinej  and  distribntinej  those  paper  seat 
covers  for  a  couple  of  years  before  I  started  in  to 
market  paper  toilet  seat  covers  which  I  marked 
"Safe  Way"  as  the  result  of  having  adopted  and 
used  that  name  in  1933. 

l)Q-in  When  did  you  use  the  word  "Sani- 
Gard,"  during  what  time? 

A.  1931  and  1932  and  for  possibly  two  or  three 
years  more. 

DQ-112  During  all  the  time  that  you  have  been 
in  the  busuiess  of  selling  toilet  seat  covers  under 
the  name  "Safe  Way"  as  you  have  described,  have 
any  of  your  prospective  customers  or  anyone  else 
ever  mistaken  the  source  of  such  Safe  Way  toilet 
seat  covers  as  being  from  the  opposer  in  this  case, 
the  Safeway  Stores,  Incorporated? 

Mr.  Hoge:  I  object  to  that  as  calling  for  a  con- 
clusion of  the  witness. 

Q.  (By  Mr.  Westall) :  I  mean  so  far  as  your 
knowledge  goes,  so  far  as  you  know. 
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Mr.  Hoge:    The  same  objection. 
A.     So  far  as  I  know,  there  has  never  been  any 
mistake  with  reference  to  my  covers  having  come 
from  anyone  other  than  my  concern,  the  Sani-Gard 
Sales  Company  or  the  Sani-Gard  Cover  Company. 
DQ-113     (By  Mr.  Westall)  :     Has  any  instance 
ever  come  to  your  knowledge  of  anyone  ever  mis- 
taking the  source  of  your  toilet  seat  covers  under 
the  trademark  ''Safe  Way"  as  being  the  opposer's 
in  this  case,  Safeway  Stores,  Incorporated? 

Mr.  Hoge:    I  object  to  that  on  the  same  ground, 
that  it  calls  for  a  conclusion. 
A.    No. 

BQ-114  (By  Mr.  Westall)  :  A^Hien  and  how  ex- 
tensively have  you  used  the  trademark  "Safe  Way" 
as  applied  to  toilet  seat  covers  in  interstate  com- 
merce or  in  commerce  with  foreign  countries  or  in 
foreign  commerce? 

A.  It  has  become  used  rather  extensively 
throughout  the  United  States  and  in  foreign  coun- 
tries as  a  result  of  my  promotion  of  the  sale.  The 
volume,  of  course,  with  respect  to  sales  was  small 
to  start  with  in  1933  but  continually  from  that  date 
on,  in  1934  and  1935,  the  volume  of  sales  for  the 
Safe  Way  seat  covers  in  interstate  commerce 
throughout  the  United  States  and  ihe  territorial 
possessions  of  this  country  and  foreign  countries 
has  grown  considerably  up  to  the  present  time. 

DQ-115  Have  you  prepared  a  tabulation  show- 
ing the  extent  of  your  sales  of  toilet  seat  covers 
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under  the  trade  name  "Safe  Way",  as  well  as  other 
seat  covers  under  other  names,  in  various   States 
of  the  Union  and  also  in  territorial  possessions  and 
foreign  countries? 

A.  Yes;  I  made  a  copy  off  of  my  records  of 
the  sales  for  my  Sani-Gard  and  Yend-Gard  paper 
seat  covers  as  well  as  my  Safe  Way  jiaper  toilet  seat 
covers. 

DQ-116  I  place  before  you  four  sheets  of  white 
paper  tabulations,  each  sheet  headed  "Paper  toilet 
seat  covers",  which  I  request  the  notary  to  mark 
for  identification  as  Bunnell  Exhibit  Q,  and  ask 
you  if  that  is  the  tabulation  to  which  yon  have  just 
referred. 

A.     Yes;  this  is  the  tabulation. 

DQ-117  Please  state,  briefly,  how  and  from  what 
date  such  tabulation,  Bunnell  Exhibit  Q  for  identi- 
fication, was  prepared. 

A.  Tt  was  prepared  by  goini?  over  my  sales  rec- 
ords which  have  been  kept  to  show  the  volume  of 
sales  for  the  different  kinds  of  seat  covers  by  States 
and  foreij^n  countries,  if  any.  The  tabulation  was 
taken  from  all  of  the  necessary  records  to  acquire 
this  information  as  to  the  time  and  place  of  ship- 
ment and  sale  and  the  volume  of  such  sale. 

DQ-118  Boes  the  tabulation  Bunnell  Exhibit  Q 
for  identification  represent  accurately  the  data  as 
set  forth  therein'?  A.     It  does. 

DQ-119     And  the  books  and  records  from  which 
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said  data  were  taken,  as  I  understand  you,  were 
made  solely  by  yourself? 

A.     Yes;  I  kept  all  of  the  records. 

DQ-120  I  notice  that  on  Dunnell  Exhibit  Q  for 
identification,  on  page  1,  you  have  headed  the  tabu- 
lated matter  with  the  name  "Sani  Gard"  and  "Vend 
Gard"  and  "Safe  Way".  Please  explain  the  sig- 
nificance of  such  headings. 

A.  Those  represent  the  brand  names  foi'  three 
different  types  of  paper  toilet  seat  covers,  one  of 
them  called  Sani  Grard,  one  of  them  called  Vend 
Gard,  and  one  of  them  called  Safe  Way. 

DQ-121  On  page  4  of  Dunnell  Exhibit  Q  for 
identification  the  sub-heading  referred  to  is  only 
"Safe  Way".  Please  explain  the  omission  of  the 
other  headings  above  referred  to  and  shown  on 
previous  sheets. 

A.     I  discontinued  the  sale  of  the  other  two. 

DQ-122  Still  referring  to  Duimell  Exhibit  Q 
for  identification,  please  explain  fully  the  year 
dates,  lists  of  States  and  countries,  and  the  figures 
of  the  tabulation. 

A.  The  tabulation  is  made  up  ])y  years,  starting, 
first,  with  the  year  1931  and,  under  1931,  is  shown 
the  Sta^e  name,  California.  Opposite  California 
is  shovvu  the  figure  120,000.  That  would  represent 
my  sales  of  120.000  Sani-Gard  j^aper  toilet  seat 
covers  in  the  State  of  California  during  the  year 
1931.  Then,  with  respect  to  the  year  1932,  there 
is  a  listing  of  States,   California,   Oregon,  Wash- 
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ington,  Idaho,  Nevada,  Utah  and  Arizona,  and 
opposite  each  one  of  those  names  is  a  figure  which 
represents  the  number  in  thousands  of  seat  covers 
under  the  brand  name  "Sani-Gard"  that  were  sold 
during  that  year  1932.  Going  on  with  the  tabula- 
tion, further  explanation  is  similar  to  that.  For 
example,  in  1933,  we  have  listed  a  number  of  States 
and  the  quantity  sho\\ii  under  the  name  "Sani 
Gard"  and  also  the  quantity  shown  under  the  name 
''Vend  Gard"  and  also  under  the  name  "Safe 
Way",  and  those  quantities  are  listed  opposite  each 
State  and  represent  the  quantity  of  that  particular 
l)rand  of  seat  cover  sold  in  that  particular  State 
during  the  particular  year  in  which  that  group  is 
included.  The  same  thing  applies  to  1934,  to  1935 
and  to  1936,  all  on  page  1.  On  page  2  there  are 
two  years,  1937  and  1938,  and,  under  each  of  the 
columns  "Sani  Gard"  and  "Safe  Way"  is  shown 
the  quantity  of  seat  covers  of  either  brand,  Sani 
Gard  or  Safe  Way,  that  were  sold  in  the  different 
States,  territories  or  countries  listed.  The  same 
thing  will  apply  for  the  years  1939  and  1910  on 
})age  3  and  the  same  thing  will  apply  for  the  year 
1941  shown  on  page  4. 

DQ-123  So,  for  instance,  when,  on  the  first  page 
of  Dunnell  Exhibit  Q  for  identification,  there  ap- 
pears "1934,  California",  and  you  list  510,000  under 
the  heading  "Safe  Way",  that  means  that  during 
that  year  you  sold  510,000  individual  Safe  Way 
seat  covers  in  California,  is  that  correct? 

A.     That  is  correct;  yes. 
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Mr.  Westall :    We  offer  in  evidence  Bunnell  Ex- 
hibit Q  for  identification  as  Bunnell  Exhibit  Q. 

BUNNELL  EXHIBIT  Q 

In  the  United  States  Patent  Office 
Before  the  Examiner  of  Interferences 

0pp.  No.  23,281 

SAFEWAY  STORES,  INCORPORATEB, 

Opposer, 
vs. 

WARREN  W.  BUNNELL, 

Applicant. 

Deposition  of  Warren  W.  Bimnell,  Los  Angeles, 
California,  September  12,  1944.  /s/  Ross  Rey- 
nolds, Notary  Public. 

Paper  Toilet  Seat  Covers 
1931                                        SaniGard     Vend  Gard     Safe  Way 
California  120,000        

1932 

California   618,000         

Oregon  140,000         

Washington 25,000 

Idaho  5,000        

Nevada 5,000        

Utah  10,000         

Arizona  15,000 

1933 

California  2,100,000             22,000               1,000 

Oregon    300,000        
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Paper  Toilet  Seat  Covers 

1933  Sani  Gard  Vend  Card      Safe  "Way 

Washington 250,000         

Idaho  20,000         

Nevada 40,000        

Utah  60.000         

Arizona  7S,000         

1934 

California  2,300,000  101,000            510,000 

Oregon    900,000         90,000 

Washington 100.000         40,000 

Idaho  H.OOO        

Nevada 10,000        

Utah  10,000        

Arizona  20,000        20,000 

1935 

California  2,100.000  32,000         1,630.000 

Oregon  946,000         800.000 

Washington 100,000         250,000 

Idaho  10,000 

Nevada 20.000        20,000 

Utah  10.000         50.000 

Arizona   10,000         30,000 

Illinois  100,000         11,000 

Hawaii  50,000 

1936 

California  1,432.000        5,252,000 

Oregon  150.000        1,350.000 

Washington 50,000         350,000 

Idaho  1 5,000         10,000 

Nevada 10.000        20,000 

Utah  5.000        120,000 

Arizona  5,000         50,000 

Hawaii  30,000 

1937 

California  950,000        5,879,000 

•Oregon  100,000         2,200,000 

Washington 110,000         1,250,000 

Idaho  20,000 

Nevada 30,000 
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Paper  Toilet  Seat  Covers 

1937                                          SaniGard      Vend  Gard  Safe  Way 

Utah  -  200,000 

Arizona   100,000 

Hawaii  250,000 

Texas  50,000 

Colorado 20,000 

New  Mexico 10,000 

Montana 50,000 

Kansas  30,000 

Arkansas  10,000 

1938 

California  97,000        6,390,000 

Oregon  2,400,000 

Washington ■  800,000 

Idaho  -  50,000 

Utah  -  100,000 

Arizona   150,000 

Florida    50,000 

Colorado 100,000 

Missouri  50,000 

Montana 150,000 

Oklahoma 50,000 

New  York  50,000 

Indiana   25,000 

Massachusetts  25,000 

Kentucky 10,000 

Illinois  100,000 

Pennsylvania 50,000 

New  Jersey  50,000 

Texas  100,000 

Tennessee 50,000 

West  Virginia 50,000 

Iowa 100,000 

Ohio 150,000 

Maryland 50,000 

Minnesota   150,000 

Hawaii  250,000 

Canada ^  100,000 

South  America ^6,000 
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Paper  Toilet  Scat  Covers 

1939                                        SaniGard     Vend  Card  Safe  Way 

California  25,000        6,171,000 

Oregon  1,050,000 

Washington 850,000 

Idaho  50,000 

Utah  _ 100,000 

Arizona   175,000 

Florida 40,000 

Colorado 75,000 

Missouri  _ 50,000 

Montana 100,000 

Oklahoma 50,000 

New  York  60,000 

Indiana   30,000 

Massachusetts  40,000 

Kentucky  

Illinois  120,000 

Pennsylvania    

New  Jersey  60.000 

Texas  120.000 

Tennessee 50.000 

West  Virginia 50,000 

Iowa  110.000 

Ohio  160.000 

Maryland  50,000 

Minnesota   200,000 

Hawaii  300,000 

Canada  ..._ 50,000 

South  America _ 

1940 

California  7,033,000 

Oregon  „ 2,125,000 

Washington 750,000 

Idaho  60,000 

Utah  110,000 

Arizona   190,000 

Florida 50,000 

Colorado    _ 80,000 

...Missouri 50,000 
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Paper  Toilet  Seat  Covers 
1940  SaniGard      Vend  Gard      Safe  Way 

Montana    110,000 

Oklahoma 50,000 

New  York  70,000 

Indiana   50,000 

Massachusetts  50,000 

Kentucky 10,000 

Illinois 150,000 

Pennsylvania 20,000 

New  Jersey  50,000 

Texas  200,000 

Tennessee 50,000 

West  Virginia  

Iowa  100,000 

Ohio  150,000 

Maryland 50,000 

Minnesota   250,000 

Hawaii  400,000 

South  Dakota  

Canada  

Michigan  50,000 

1941 

California   11,215,000 

Oregon  1,950,000 

Washington 870,000 

Idaho  50,000 

Utah  250,000 

Arizona   300,000 

Florida    

Colorado 220,000 

Missouri 150,000 

Montana    170,000 

Oklahoma 100,000 

New  York  120,000 

Indiana   100,000 

Massachusetts  

Kentucky 

Illinois  350,000 

Pennsylvania   50,000 
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Paper  Toilet  Seat  Covers 
10-!  1                                          Sani  Card      Vend  Oard  Safe  Way- 
New  Jei-sey  50,000 

Texas  870,000 

Tennessee    

West  Virginia  

Iowa  50,000 

Ohio  250,000 

Maryland 100,000 

Minnesota   550,000 

Hawaii  850,000 

South  Dakota  10,000 

Michigan  100,000 

Wisconsin    60,000 

Docket  Division,  Oct.  19,  1944,  U.  S.  Patent  Office. 

Mr.  Hojije:     May  I  have  three  copies  of  that*? 

Mr.  Westall:  We  don't  have  them  but  we  have 
a  stipulation  that,  before  the  testimony  is  sent  away, 
if  any  photostatic  copy  is  needed,  either  side  will 
have  an  opportunity  to  get  photostatic  copies  of 
the  other's  exhibits  at  their  own  cost. 

1)Q-124  Please  explain,  briefly,  the  kind  and 
character  of  the  various  purchasers  for  use  of  your 
toilet  seat  covers  sold  by  yon  under  the  trademark 
"Safe  Way"  since  your  first  adoption  and  use  of 
said  trademark  as  you  have  testified. 

A.  My  Safe  Way  paper  seat  covers  have  ])een 
sold  to  gasoline  service  stations,  hotels,  restaurants, 
office  buildings,  industrial  plants  and  motion  pic- 
ture stiulios  and  in  fact  to  many  ty])es  of  business 
that  operate  a  public  restroom. 

DQ-125  Such  as  railroad  companies  or  munici- 
palities? 
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A.  Wherever  an  industry  or  a  business  operates 
a  public  restroom,  whether  it  is  a  railroad  or  a 
steamship  line  or  a  bus  lines  that  has  station  ter- 
minals or  whether  it  is  a  newspaper  building  that 
publishes  newspapers,  they  are  all  types  of  concerns 
to  whom  I  have  sold  toilet  seat  covers  under  the 
name  "Safe  Way". 

.  DQ-126  How  have  the  purchasers  just  referred 
to  by  you  distributed  said  seat  covers  to  the  general 
public  under  your  trademark  "Safe  Way"  or  any 
other  trademark  to  which  you  have  referred? 

A.  They  have  distributed  them  by  installing  our 
dispensing  cabinets  in  the  toilet  stalls  of  their  public 
restrooms  into  which  the  pad  or  package  of  paper 
toilet  seat  covers  is  inserted  for  dispensing,  and  the 
public  that  use  those  restrooms  go  into  the  stall 
and  procure  for  their  own  use,  without  any  charge, 
a  paper  toilet  seat  cover  out  of  the  dispensary  and 
use  it  as  it  is  generally  used. 

DQ-127  Have  such  toilet  seat  covers,  under  the 
trademark  "Safe  Way"  or  under  any  other  trade- 
marks which  you  have  mentioned,  to  your  knowl- 
edge, been  sold  by  grocery  stores,  chain  stores,  drug 
stores  or  wholesale  or  retail  stores  of  any  kind  for 
direct  distribution  to  private  users  or  the  public 
generally'? 

A.     I  have  never  sold  my  seat  covers  in  that  way. 

DQ-128  What  has  been  the  nature  and  extent 
of  your  experience  in  finding  a  market  for  the  sale 
of  your  toilet  seat  covers  under  any  trademark? 
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A.  My  experience  has  been  rather  extensive.  I 
started  in  this  business  in  1931  and  have  devoted 
all  of  my  time  and  attention  to  the  development  of 
my  business  in  that  line  ever  since,  which  has  in- 
volved calling  on  many  and  different  kinds  of 
prospects  and  making  trips  all  over  the  United 
States,  such  as  to  New  York  and  Chicago,  in  the 
promotion  of  my  i)roduct.  I  have  gone  into  all 
lines  and  phases  of  the  business,  manufacturing, 
selling  direct  to  consumers,  and  selling  to  jobliers, 
and  I  liave  even  installed  dispensing  cabinets  in 
restrooms  to  dispense  the  covers.  So  that  I  should 
say  T  have  given  every  consideration  to  all  types 
and  classes  of  outlets  foi-  a  product  of  this  kind. 
Of  course,  it  has  been  my  endeavor  to  develo])  and 
increase  my  business  at  any  and  all  times  so  that 
I  have  tried  not  to  overlook  any  and  all  prospects 
and  possibilities  to  sell  my  product  extensively 
throughout  the  country. 

I)Q-129  Have  you  ever  considered  the  feasibility 
of  selling  said  toilet  seat  covers,  labeled  with  the 
trademark  "Safe  Way"  or  with  any  other  trade- 
mark, to  the  general  public  through  retail  or  whole- 
sale stores,  such  as  grocery  stores,  drug  stores,  gen- 
eral stores  or  otherwise? 

A.     Yes;  T  have  given  it  consideration,  of  course. 

DQ-130  And  what  is  your  opinion  as  to  the  fea- 
sibility of  distributing  toilet  seat  covers  to  the 
stores  mentioned  in  the  last  question  or  others  or 
to  the  general  public  for  use,  for  instance,  in  private 
homes  ? 
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A.  As  a  result  of  m.y  efforts  and  investigation 
into  the  possibility  of  selling  my  Safe  Way  seat 
covers  in  that  way,  I  have  contacted  that  type  of 
concern,  such  as  chain  stores  and  grocery  stores, 
but  my  efforts  have  always  been  repulsed  due  to 
the  reaction  that  they  were  not  suitable  for  sale 
in  that  type  of  stores ;  and,  even  though  my  efforts 
have  been  taken  along  those  lines,  I  have  never  been 
able  to  find  that  as  a  satisfactory  outlet  for  my 
particular  product,  the  Safe  Way  paper  toilet  seat 
covers. 

DQ-131  Can  you  give  any  specific  instance 
where  you  approached  any  chain  stores,  drug  stores, 
grocery  stores  or  other  private  distributors  to  the 
general  public,  on  the  subject  of  purchasing  your 
toilet  seat  covers  under  the  name  "Safe  Way"  or 
mider  any  other  trade  name  or  without  any  name 
and,  if  so,  please  explain  how  you  made  such  ap- 
proach ? 

A.  A  couple  of  months  ago  I  wrote  a  few  cir- 
cular letters  to  a  number  of  chain  stores,  the  A  &  P 
grocery  stores,  the  Safeway  grocery  stores,  S.  H. 
Kress  &  Company  and  F.  W.  Woolworth  &  Com- 
pany. 

DQ-132     And  with  what  result? 

A.  Those  letters  were  sent  with  the  idea  of  see- 
ing if  I  had  been  overlooking  any  possibilities  in 
respect  to  sales  to  outlets  of  that  kind  and  I  didn't 
have  any  satisfactory  results  at  all.  The  only  re- 
plies I  had  were  negative. 
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DQ-133  I  now  place  before  yon  what  purports 
to  be  a  letter,  dated  June  19,  1944,  on  the  letterhead 
of  Sani-Gard  Cover  Company,  and  directed  to  S.  H, 
Kress  &  Company,  Los  Angeles,  California,  and 
signed  "Warren  Dnnnell",  and  ask  the  notary  to 
mark  the  same  for  identification  as  Dunnell  Exhibit 
R,  and  ask  you  to  state  if  that  is  one  of  the  letters 
wliich  yoii  have  just  referred  to  as  having  been  sent 
by  you. 

A.     Yes;  this  is  one  of  the  letters  T  referred  to. 

DQ-134  Who  actually  typed  Dunnell  Exhibit  R 
for  identification?  A.     T  did. 

DQ-13r)  Was  that  the  original  letter  that  you 
sent  to  Kress  &  Company? 

A.     That  is  the  original  letter  T  sent:  yes. 

DQ-13(i  And  who  signed  the  letter  Dunnell  Ex- 
hibit R? 

A.  I  signed  the  letter  that  was  addressed  to 
them  and  the  original  was  returned  to  me  signed 
as  "S.  H.  Kress  &  Co.,  C.  M.  Williams.  Manager, 
6/20/44." 

DQ-137  After  writi^^g  the  letter  Dunnell  Ex- 
hibit R,  ])lease  state  whether  or  not  you  mailed  it 
to  the  addressee. 

A.  T  did;  T  mailed  it  in  the  regular  way,  with 
postage,  in  the  regular  United  States  mails. 

DQ-138  After  mailino:  the  letter  Dunnell  Ex- 
hibit R  for  identification  as  you  have  jiist  described, 
please  explain  what  next  hapjiened  to  the  letter. 

A.     The  letter  was  received  hv  me  in  the  mail 
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with  the  notation  shown  on  the  bottom  of  it  and 
signed  -S.  H.  Kress  &  Co,  C.  M.  Williams,  Mgr." 
Mr.  Westall:    We  offer  in  evidence  Bunnell  Ex- 
hibit R  for  identification  as  Bunnell  Exhibit  R. 

BUNNELL  EXHIBIT  R 

In  the  United   States  Patent  Office  Before 
the  Examiner  of  Interferences 
0pp.   No.   23,281 
SAFEWAY  STORES,  INCORPORATEB, 

Opposer, 
vs. 

WARREN  W.  BUNNELL, 

Applicant. 

Beposition  of  Warren  W.  Bumiell,  Los  Angeles, 
Calif.,  September  12,  1944.  /s/  Ross  Rejmolds' 
Notary  Public. 

[Letterhead]:     Sani-Gard  Cover  Company. 

June  19,  1944 
S.  H.  Kress  &  Co., 

621  So.  Broadway, 

Los  Angeles,  Calif. 

Oentlemen : 

We  are  manufacturers  of  sanitary  paper  toilet 
seat  covers. 

Before  taking  up  your  time  with  details  of  a  sales 
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proposition,  we  should  like  to  inquire  if  you  would 
consider  our  product  as  suitable  for  merchandising 
to  the  ])ul)lic  in  your  stores'? 

Your  ideas  in  this  respect  at  your  convenience 
will  be  much  appreciated. 

Youi-s  very  truly, 

/s/  WARREN  BUNNELL. 

Our  opinion  is  there  would  not  he  cnuf  vol- 
ume in  the  above  item  to  warrant  handling. 

S.  H.  KRESS  &  CO., 
/s/  C.  M.  WILLIAMS,  Mgr. 
6/20/44. 

I  here  remind  counsel  for  opposer  that  there  was 
sei-ved  with  the  notice  of  taking  of  these  depositions 
a  notice  to  produce  a  certain  letter,  dated  on  or 
about  June  19,  1944,  directed  to  Safeway  Stores, 
Incorporated,  Los  Angeles,  California,  and  signed 
by  Warren  Dunnell,  offering  toilet  seat  covers  for 
sale  to  Safeway  Stores,  Incorporated,  and  I  ask 
counsel  if  he  has  produced  the  original  letter  on 
behalf  of  opposer. 

Mr.  Hoge:  I  now  hand  you  two  original  letters 
from  Warren  W.  Dunnell  to  Safeway  Stores,  In- 
corporated and  a  copy  of  the  reply  dated  June  29, 
1944. 

1)Q-139  (By  Mr.  Westall) :  I  now  place  before 
you  what  purports  to  be  a  letter,  on  the  letterhead 
of  t]ie  Sani-Gard  Cover  Company,  dated  June  19, 
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1944,  directed  to  Safeway  Stores,  Inc.,  1925  East 
Vernon  Ave.,  Vernon,  Calif."  and  signed  "Warren 
Bunnell",  and  I  ask  the  notary  to  mark  said  letter 
for  identification  as  Bunnell  Exhibit  S,  and  ask 
you  if  that  is  one  of  the  letters  which  you  referred 
to  as  having  been  sent.  A.     It  is. 

BQ-140  Is  that  a  letter  that  you  sent  to  the 
addressee  mentioned  in  Bunnell  Exhibit  S  for  iden- 
tification? A.     It  is. 

Mr.  Westall :  We  offer  in  evidence  Bunnell  Ex- 
hibit S  for  identification  as  Bunnell  Exhibit  S. 

BUNNELL  EXHIBIT  S 

In  the  United  States  Patent  Office 
Before  the  Examiner  of  Interferences 

0pp.  No.  23,281 

SAFEWAY  STORES,  INCORPORATEB, 

Opposer, 
vs. 

WARREN  W.  BUNNELL, 

Applicant. 

Deposition  of  Warren  W.  Bunnell,  Los  Angeles, 
Calif.,  September  12, 1944.  /s/  Ross  Reynolds, 
Notary  Public. 
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Docket  Division,  U.  S.  Patent  OfBce,  Oct.  19, 1944. 

[Letterhead  Sani-Gard  Cover  Company] 

June  19  1944 
Safeway  Stores  Inc., 
1925  East  Vernon  Ave., 
Vernon,  Calif. 

Gentlemen : 

We  are  manufacturers  of  sanitary  paper  toilet 
seat  covei*s. 

Before  taking  up  your  time  vnih  details  of  a  sales 
proposition,  we  should  like  to  inquire  if  you  would 
consider  our  product  as  suitable  for  mercliaudisiug 
to  the  public  in  your  stores? 

Your  ideas  in  this  respect  at  your  convenience 
will  will  be  iiiucb  appreciated. 

Yours  very  tiiily, 

/s/  WiVRREN  DUNNELL. 

The  record  should  show  that  Dunnell  Exhibit  S 
in  evidence  is  one  of  the  letters  that  was  produced 
on  behalf  of  opposer  in  response  to  our  notice  to 
produce. 

DQ-141  I  now  place  before  you  a  second  letter, 
produced  on  behalf  of  the  opposer  in  response  to 
our  notice  to  produce,  on  the  letterhead  of  Sani- 
Gard  Cover  Company,  and  directed  to  Safeway 
Stores,  Inc.,  1925  East  Vernon  Avenue,  Vernon, 
California,  and  signed  "Warren  Dumiell,"  and  ask 
you  if  that  is  one  of  the  letters  to  which  you  have 
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heretofore  referred  as  having  been  mailed  by  you. 
A.     It  is. 

Mr.  Westall:  The  notary  will  kindly  mark  the 
letter  just  referred  to  as  Dumiell  Exhibit  T  for 
identification. 

BUNNELL  EXHIBIT  T 

In  the  United  States  Patent  Office 
Before  the  Examiner  of  Interferences 

0pp.  No.  23,281 

SAFEWAY  STORES,  INCORPORATED, 

Opposer, 

vs. 

WARREN  W.  BUNNELL, 

Applicant. 
Beposition  of  Warren  W.   Bunnell,   Los  Angeles, 
Calif.,  September  12,  1944.     /s/  Ross  Reynolds, 
Notary  Public. 

Bocket  Bivision,  U.  S.  Patent  Office,  Oct.  19, 1944. 
[Letterhead  Sani-Gard  Cover  Company] 
Safeway  Stores  Inc., 
1925  East  Vernon  Ave., 
Vernon,  Calif. 

Gentlemen : 

A  few  days  ago  we  wrote  you  asking  if,  in  your 
opinion,  our  product  of  paper  toilet  seat  covers 
would  be  suitable  for  merchandising  to  the  public 
in  your  stores. 
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I  have  l)een  a  customer  of  youi's  for  some  years, 
so  I  thought  I  might  take  tJie  liberty  of  asking  your 
advice  in  this  respect. 

A  reply  would  l)e  appreciated. 

Yours  very  sincerely, 

/s/  WARREN  BUNNELL. 

BQ-142  That  is  your  signature  appended  to  the 
letter,  is  it  not,  "Warren  Dunnell,"  referring  to 
Dimnell  Exhibit  T  for  identitication? 

A.     It  is. 

Mr.  Westall:  We  offer  in  evidence  the  letter 
Bunnell  Exhibit  T  for  identification  as  Dimnell 
Exhibit  T. 

DQ-143  I  place  before  you  what  purports  to 
be  a  letter  on  the  letterhead  of  Safeway  Stores,  Inc., 
1925  East  Vernon  Avenue,  Los  Angeles,  Califoraia, 
dated  June  29,  1944,  and  addressed  to  Sani-Gard 
Co.,  and  signed  "J.  B.  A.  Brennan,  Purchasing 
Department,"  and  ask  you  if  that  is  an  original 
letter  which  you  received  through  the  mail  from 
Safeway  Stores,  Incorporated,  at  (u-  about  the  time 
of  its  date. 

A.  This  is  the  original  letter  that  1  received 
from  Safeway  Stores  on  or  about  the  date  of  June 
29,  1944. 

Mr.  Westall:  We  offer  the  letter  last  identified 
by  the  witness  in  evidence  as  Dunnell  Exhibit  U. 
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BUNNELL  EXHIBIT  U 

In  the  United  States  Patent  Office 
Before  the  Examiner  of  Interferences 

0pp.  No.  23,281 

SAFEWAY  STOREiS,  INCORPORATEB, 

Opposer, 

vs. 

WARREN  W.  BUNNELL, 

Applicant. 

Beposition  of  Warren  W.  Bunnell,  Los  Angeles, 
Calif.,  September  12,  1944.  /s/  Ross  Reynolds, 
Notary  Public. 

Bocket  Bivision,  U.  S.  Patent  Office,  Oct.  19, 1944. 

[Letterhead  Safeway  Stores] 

Sani-Grard  Co., 
3101  Pasadena  Ave., 
Los  Angeles,  31,  Calif. 

June  29,  1944 
Gentlemen : 

We  tliank  you  for  your  letter  offering  us  paper 
toilet  seat  covers,  and  we  regret  to  advise  that  up 
to  the  present  time  we  have  not  approved  of  such 
an  item  for  resale  in  our  Stores. 

Should  our  policy  in  this  regard  change  at  any 
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time  in  the  future,  we  shall  be  happy  to  discuss  the 
matter  with  you. 

Yours  very  truly, 

SAFEWAY  STORES, 
INCORPORATED, 
/s/  J.  B.  A.  BRENNAN, 

Purchasing  Department. 

I  here  give  notice,  under  Patent  Office  Rule 
154(e),  to  counsel  for  opposer,  that  I  will  use  at 
the  hearing  of  this  opposition  proceeding  as  a 
printed  publication  or  official  record  of  the  Patent 
Offi.ce,  as  evidence  on  behalf  of  Ai)plicant  Dunncll 
herein,  the  file  wrai)per  and  contents,  the  specifica- 
tion, drawings  and  registration,  of  Trademark 
329,627,  by  the  Morton  Manufacturing  Company  of 
Cliicago,  Illinois,  registered  November  5,  1935,  of 
the  trademark  "Safe- Way"  as  applied  to  metal 
cabinets  for  paper  toilet  seat  covers,  a  printed  copy 
of  a  statement  of  which  furnished  by  the  Patent 
Office  [  here  produce  and  ask  the  notary  to  mark 
for  identification  as  Dumiell  Exhibit  V. 

DQ-144  I  place  before  you  Dunnell  Exhibit  V 
for  identification  and  ask  you  to  state  whether  or 
not  if  you  know  the  Morton  Company  of  Chicago, 
Illinois,  mentioned  therein,  is  the  same  company  to 
which  you  have  heretofore  referred  as  having  fur- 
nished you  Safe  Way  toilet  seat  covers  and  Safe 
Way  cabinets?  A.     It  is  the  same. 
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DQ-145  Still  referring  to  Diinnell  Exhibit  V 
for  identification,  please  state  if  yon  know  when 
and  luider  what  circumstances  the  Morton  Manu- 
facturing Company  of  Chicago,  mentioned  in  said 
Exhibit  V  for  identification,  first  applied  the  name 
"Safe  Way"  to  metal  cabinets  for  paper  toilet  seat 
covers. 

A.  They  first  applied  it  on  paper  toilet  seat 
cover  dispensing  cabinets  when  I  sent  them  my 
orders,  the  first  order  being  No.  216,  which  cabinets 
were  made  and  labeled  with  the  name  "Safe  Way" 
at  my  direction. 

DQ-146  In  referring  to  Order  No.  216,  you  are 
referring  to  Dunnell  Exhibit  F  for  two  Safe  Way 
seat  cover  cabinets  (wall  type),  are  you  not? 

A.     That  is  correct. 

DQ-147  And  which  you  say  were  furnished  to 
you?  A.     They  were. 

Mr.  Westall:  We  offer  Dunnell  Exhibit  V  for 
identification  in  evidence  as  Dumiell  Exhibit  V,  also 
relying  upon  the  notice  of  reliance  upon  official 
records  and  publications  of  the  Patent  Office  as 
heretofore  stated. 

DQ-148  I  notice  in  Dunnell  Exhibit  V  it  is 
stated  that  the  name  "Safe- Way"  is  for  metal  cabi- 
nets for  paper  toilet  seat  covers.  Please  state  if  you 
know  for  whose  toilet  seat  covers  such  cabinets  were 
made. 

A.  They  were  made  for  my  Safe  Way  paper 
toilet  seat  covers. 
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DQ-149  Do  you  know  Jolm  H.  Mengler,  the 
witness  who  just  preceded  you  in  giving  his  depo- 
sition in  this  proceeding?  A.     T  do. 

DQ-150  When  and  under  what  circumstances 
did  you  first  become  acquamted  witli  the  said  John 
H.  Mengler? 

A.  It  was  in  December,  1933  when  1  api^roached 
the  Whedon  Paper  Converting  Corporation  with  re- 
spect to  their  manufacturing  and  converting  Safe 
Way  paper  toilet  seat  covers  for  me, 

DQ-151  You  were  })resent  and  heard  the  testi- 
mony of  John  H.  Menglor,  were  you  not? 

A.    I  was. 

DQ-152  Please  state  whether  or  not  you  agree 
with  the  statements  given  by  John  H.  JMengler  dur- 
ing the  course  of  his  examination  in  llii^  proceeding. 

A.    I  do. 

DQ-153  Is  John  11.  Mengler  interested  in  any 
manner  in  your  business  of  the  sale  of  paper  toilet 
seat  covers  imder  the  trademark  "Safe  Way"  or 
has  he  ever  been  so  interested? 

A.  He  is  interested  to  the  extent  of  having  his 
smaU.  shop  in  connection  with  my  factoiy  and,  in 
my  absence  from  the  factory,  lie  takes  care  of  cer- 
tain details  of  my  business. 

DQ-154     Does  he  individually  run  his  ovm.  shop? 

A.     He  does. 

DQ-155  Please  state  whether  or  not  John  H. 
Mengler  has  ever  had  an  opportmiity  to  obsei-^^e  the 
nature  and  extent  of  your  business  in  the  sale  of 
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paper  toilet  seat  covers  labeled  with  the  trademark 
''Safe  Way,"  explaining  your  answer  fully. 

Mr.  Hogue:  I  object  to  that  on  the  ground  it 
calls  for  a  conclusion  and  on  the  further  ground 
testimony  has  already  been  given  by  Mr.  Mengler 
himself. 

Mr.  Westall:     It  is  merely  corroboration. 

A.  Having  his  shop  in  the  same  location  with 
my  factory,  he  has,  of  course,  had  the  very  best  of 
opportunities  to  observe  my  manufacturing  opera- 
tions and  my  shipping  operations  and  particularly 
with  respect  to  handling  certain  parts  of  my  busi- 
ness when  I  was  not  there,  such  as  inquiries  that 
came  in,  phone  calls,  shipments  and  so  forth. 

Mr.  Westall:  I  here  give  notice  to  counsel  for 
opposer,  mider  Patent  Office  Rule  154(e),  that  I 
will  use  at  the  hearing  of  this  opposition  proceeding, 
as  printed  publications  or  official  records  of  the 
Patent  Office  and  as  evidence  on  behalf  of  Appli- 
cant Dumiell  herein,  the  specification,  drawings  and 
registration  of  each  of  the  trademark  applications 
and  registrations  which  I  now  list.  A  copy  of  the 
statement  of  each  of  said  registrations  furnished 
by  the  Patent  Office  will  also,  for  the  sake  of  clarity, 
be  offered  in  evidence. 

These  listed  trademark  statements  are  all  offered 
in  evidence  as  Dunnell  Exhibits  W-1  to  W-16  in- 
clusive, in  the  order  of  their  listing. 

Mr.  Hoge:  They  are  objected  to  on  the  ground 
they  are  irrelevant  and  immaterial. 
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Mr.  Westall :     They  are  as  follows : 

Exhibit  W-1,  Trademark  346,868,  re£?istered  June 
8,  1937,  to  the  Ueeker  Equipment  Company; 

Exhibit  W-2,  Trademark  403,449,  rej^^istered  Sep- 
tember 28,  1943,  to  Southern  Independent  Oil  and 
Refininc:  Company; 

Exhibit  W-3,  Trademark  196,097,  registered 
March  10,  1925,  to  American  Motor  Body  Corpo- 
ration ; 

Exhibit  W-4,  Trademark  213,022,  registered  May 
18,  1926,  to  Modern  Office  Devices,  Inc.,  of  New 
York; 

Exhibit  W-5,  Trademark  261,352,  registered  Sep- 
tember 17,  1929,  to  Herman  Pintel,  doing  business 
as  Arlington  Products  Co.; 

Exhibit  W-6,  Trademark  262,413.  registered  Oc- 
tober 8,  1929,  to  Elgin  Rowland  Parker,  doing  busi- 
ness as  Merit  Manufacturing  Co.,  of  Los  Angeles, 
California; 

Exhibit  W-7,  Trademark  268,138,  registered 
March  11,  1930,  to  Frank  J.  Quigan,  Inc.; 

Exhibit  \V-8,  Trademark,  271,445,  registered 
June  3,  1930,  to  Safeway  Sales  Corporation,  of  Bos- 
ton, Massachusetts ; 

Exhibit  W-9,  Trademark  285,750,  registered  Au- 
gust 4,  1931,  to  the  Logan-Long  (  ompany; 

Exhibit  W-10,  Trademark  287.569,  registered  Sep- 
tember 29,  1931,  to  Dean  Rubber  Manufacturing 
Company ; 

Exhibit    W-11,    Trademark    306,075,    registered 
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September  5,  1933,  by  Alexander  J.  Forbes,  doing 
business  as  Safeway  Laboratories,  Oakland,   Cali- 
fornia ; 

Exhibit  W-12,  Trademark  324,981,  registered 
June  4,  1935,  by  Clopay  Corporation; 

Exhibit  W-13,  Trademark  330,655,  registered 
December  10,  1935,  to  Robert  M.  Culley,  doing  busi- 
ness as  Safeway  Tire  Patch  Manufacturing  Com- 
pany, South  Gate,  California; 

Exhibit  W-14,  Trademark  333,604,  registered 
March  31,  1936,  to  Rein  A.  Uecker,  Inc. ; 

Exhibit  W-15,  Trademark  341,742,  registered 
December  22,  1936,  to  Safeway  Products  Corpora- 
tion, New  York,  N.  Y.,  and 

Exhibit  W-16,  Trademark  344,871,  registered 
April  6,  1937,  to  Western  Containers,  Inc. 

You  may  cross-examine. 

Cross-Examination 
By  Mr.  Hoge : 

XQ-156  Mr.  Dunnell,  referring  to  Dimnell  Ex- 
hibits W-1  to  -16,  inclusive,  at  the  time  you  adopted 
the  trademark  "Safe  Way"  for  your  product,  had 
you  ever  heard  of  any  of  these  other  concerns  or 
their  use  of  the  name  "Safe  Way?" 

A.     No ;  I  had  not. 

XQ-157  You  liad  heard,  however,  or  did  know 
of  a  grocery  business  being  conducted  under  the 
name  of  Safeway? 

A.  Not  at  that  particular  time  in  1933,  when  I 
first  adopted  and  used  that  name. 
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XQ-158  You  didn't  know  at  that  time  that  there 
was  a  grocery  company  in  Los  Angeles  operating 
under  the  name  of  Safeway  or  Safeway  Stores? 

A.     I  wouldn't  know  that  there  was;  no. 

XQ-159  You  had  never  patronized  any  of  those 
stores  ? 

A.  Oh,  yes;  I  have.  In  recent  years,  I  have 
bought  many  it«ms  of  groceries  and  taken  them 
home  from  Safeway  Stores. 

XQ-160     But  you  hadn  't  in  1933  or  prior  thereto  ? 

A.     I  don't  recall;  no. 

XQ-161     You  may  have  done  so"? 

A.  I  might  have  if  there  were  such  concerns  in 
existence  at  that  time,  but  T  don't  remember  if 
there  were  in  Los  Angeles. 

XQ-162     You  can't  say  whether  or  not  you  had? 

A.  I  would  say  that  I  don't  recall  of  ever  having 
done  it;  no. 

XQ-163  Mr.  Dmuiell,  you  say  you  agi-ee  with 
the  testimony  of  Mr.  Mengler.  Do  you  recall  that 
he  said  that  all  the  cartons  were  marked  with  the 
name ''Safe  Way"?  A.     Yes. 

XQ-164     That  is  not  correct,  is  it? 

A.  Yes;  that  is  correct.  We  marked  them  with 
a  rubber  stamp,  I  believe,  the  very  first  cartons, 
which  was  more  or  le?s  a  very  temporary  pro]x^si- 
tion.  Just  when  we  were  getting  started,  we  marked 
them  and  packed  them  in  that  way. 

XQ-165  Doesn't  your  tal)nlation  show  you  were 
still  selling  at  that  time  and  for  several  years  after 
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that,   that   is,   1933   and   several  years   after   that, 
paper  covers  under  the  name  of  "Sani-Gnrd"? 

A.    Yes. 

XQ-166  Were  those  boxes  marked  "Safe  Way" 
also  or  "Sani-Gard"? 

A.  I  had  better  explain.  That  is  a  different 
type  and  style  of  seat  cover  and  that  was  marked 
with  the  brand  "Sani-Gard"  because  it  was  an 
entirely  different  article  apart  from  the  Safe  Way 
toilet  seat  cover. 

XQ-167  Wasn't  it  a  toilet  seat  cover  that  was 
used  to  cover  the  toilet  and  flush  down  the  drain 
afterwards?  A.     Oh,  yes. 

XQ-168     Just  a  different  shape,  is  that  right  *? 

A.     That  is  right;  that  is  the  idea. 

XQ-169  And  you  were  selling  those  toilet  seat 
covers  under  the  name  of  "Sani-Gard"  as  well  as 
under  the  name  ''Safe  Way'"? 

A.  That  is  right.  That  was  before  I  started  sell- 
ing Safe  Way  seat  covers  and  was  selling  Sani- 
Gard  seat  covers. 

XQ-170    And  afterwards  ? 

A.     And  afterwards  for  a  short  period. 

XQ-171  Mr.  Mengler  also  testified,  I  believe, 
that  pi'actically  all  sales  were  made  to  jobbers.  I 
understand  from  you  that  you  make  a  good  many 
sales  to  consumers  or,  rather,  to  operators  of  rest- 
rooms  who  buy  for  purposes  of  consumption  on  the 
premises,  is  that  correct? 

A.     My  business  to  start  with  was  done  pi'imarily 
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as  a  direct  sale  to  consumers  and  by  consinners  I 
mean  locations  and  concerns  operating:  public  rest- 
rooms,  and  was  not  a  resale  i)roposition  through 
jobbers.  That  was  done  because  there  was  not  any- 
particular  interest  in  the  item  of  seat  covers  at  that 
time  and  it  required  a  considerable  amount  of 
missionary  effort  and  sales  work  to  estal^lish  the 
item  as  a  desired  article  of  merchandise.  However, 
within  a  comparatively  short  period  of  time,  the 
business  developed  from  being  a  very  small  local 
Imsinoss  in  1931  and  1932  to  being  an  interstate 
business  and  that  required  a  resale  proposition 
through  jobbers.  So  that  I  then  started  in  increas- 
ing my  volume  of  business  by  means  of  selling 
through  jobbei*s  such  as  Mr.  Mengler  referred  to. 

XQ-172  But  you  have  continued  to  sell  to  con- 
sumers, I  suppose? 

A.  I  discontinued  practically  altogether  selling 
to  consumers  direct. 

XQ-173  You  said  that  the  Morton  Manufac- 
turing Company  first  used  the  name  "Safe  Way", 
which  they  registered  with  the  Patent  Office,  on 
the  dispensing  cabinets  of  yours? 

A.     That  I  ordered ;  yes. 

XQ-174    How  do  you  know  that? 

A.  Well,  I  had  not  heard  of  them  or  anyone 
else  ever  using  the  name  of  "Safe  Way"  on  dis- 
pensing cabinets,  and  they  had  been  selling  me 
Sani-Gard  seat  covers.  So  I  was  familiar  with 
their  particular  product  and  was  absolutely  certain 
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that  they  had  not  labeled  cabinets  with  the  name 
''Safe  Way"  before  I  ordered  them  and  asked  them 
to  do  my  cabinets  in  that  way. 

XQ-175  Is  that  based  on  any  statement  from 
them  or  just  an  assumption  of  yours? 

A.     No ;  that  is  an  assumption  of  mine. 

XQ-176  I  think  you  said  you  had  been  a  cus- 
tomer of  the  Safeway  Stores  from  time  to  time 
for  a  number  of  years,  is  that  correct? 

A.  For  the  past  few  years  I  have  bought  items 
from  them. 

XQ-177     Can  you  say  how  many  years  ? 

A.  Oh,  I  would  say  for  the  past  three  or  four 
years. 

XQ-178  Referring  to  these  letters  which  you 
wrote  to  the  A.  &  P.,  Safeway,  Kress  and  Wool- 
worth,  which  have  been  introduced,  was  that  for 
the  purpose  of  attempting  to  find  a  market  for 
these  seat  covers  in  retail  stores? 

A.  Yes.  When  the  opposition  proceeding  was 
filed  against  my  application  for  this  trademark 
"Safe  Way",  I  was  advised  about  it,  of  course, 
by  my  attorney  and  I  was  rather  surprised  that 
any  opposition  should  be  encountered  from  a  con- 
cern such  as  the  Safeway  grocery  stores.  This  was 
because  I  had  previously  found  that  there  was  no 
prospect  of  my  selling  paper  seat  covers  to  con- 
cerns of  that  kind  and  the  thought  occurred  to  me 
that  possibly  I  had  been  overlooking  some  prospects 
and  that  is  was  something  that  I  had  neglected, 
and  so  I  wrote  those  letters  mentioned. 
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XQ-179  Wasn't  it  primarily  for  the  purpose 
of  proving  they  were  not  interested  in  selling  them  ? 

A.  Well,  it  occurred  to  me  that  possibly  condi- 
tions had  changed  since  I  had  previously  tried  to 
secure  an  outlet  in  that  way  and,  if  so,  I  wanted  to 
know  a])ont  it.  But  the  letters  that  were  received 
confirmed  my  supposition  and  belief  that  that  was 
was  not  an  item  that  was  salable  in  stores  of  that 
kind. 

XQ-180  Wliy  did  you  stop  selling  your  otlier 
types  of  seat  covers  under  the  names  of  "Sani- 
Gard"  and  "Vend-Gard'"? 

A.  Well,  primarily,  the  Safe  Way  seat  cover 
proved  to  be  a  more  satisfactory  seat  cover. 

XQ-181  There  was  more  demand  for  that  par- 
ticular one  that  was  sold  under  that  name,  was 
there  1 

A.  There  wasn't  any  more  demand  except  that 
I  created  it  as  a  result  of  my  sales  efforts,  and  it 
was  probably  a  better  salable  item  and  a  more 
satisfactory  product  because  of  the  difference  in 
construction  of  the  seat  cover  itself  and  dispensing 
cabinet. 

XQ-182  You  said  it  was  proljabl}-  a  better  prod- 
uct. Was  there  any  othei-  reason  for  your  pushing 
that  particular  one? 

A.     Not  any  other  particular  reason. 

XQ-183  Isn't  it  a  fact  that  you  find  that  seat 
covers  under  that  name  are  easier  to  sell  than  sent 
covers  uuder  the  other  names? 
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A.  No;  I  wouldn't  say  they  are  easier  to  hcjI. 
Any  brand  name  is  hard  enough  to  sell  from  my 
experience. 

XQ-184  Then,  you  don't  consider  the  name  par- 
ticularly important  in  the  sale  of  this  product "? 

A.  Well,  I  think  that  it  is  very  important  with 
respect  to  my  product  Safe  Way  paper  toilet  seat 
covers  because  I  used  that  name  for  a  long  period 
of  time,  since  1933,  and  I  established  my  brisiness 
of  merchandising  paper  seat  covers  under  that 
name  for  all  these  years  and  throughout  the  Unived 
States. 

XQ-185  But  you  have  always  used  the  name 
^'Sani-Gard  Cover  Company"  or  "Sani-Card  Sales 
Company"  in  connection  with  it,  haveji't  you? 

A.     That  is  right. 

XQ-186  So  that  none  of  your  customers  think 
of  it  as  a  product  of  Safeway? 

A.  I  have  never  heard  that  they  ever  thought 
of  it  as  that  at  all;  no. 

XQ-187  But  would  you  say  it  is  possil)le,  tlicn, 
in  view  of  the  fact  you  have  used  that  name  so  long  ? 

A.     No;  I  wouldn't  think  so. 

XQ-188  Then,  you  don't  think  that  name  is 
particularly  important  ? 

A.  Yes;  I  think  it  is  very  important  from  the 
point  of  view,  as  I  have  previously  expressed,  of 
my  having  built  up  a  large  business  under  that 
name.  If  I  had  adopted  some  other  name  and 
spent  the  time  and  years  and  effort  I  have  in  build- 
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ing  it  up  under  that  name,  then  I  would  say  that 
name  also  would  be  very  important. 

XQ-189  Are  all  these  paper  seat  covers  sold 
in  cabinets  ?    I  mean  are  they  dispensed  in  cabinets  ? 

A.  Yes ;  that  is  a  general  way  of  doing  it.  Some- 
times they  take  a  pad  and  maybe  hang  it  on  the 
wall.  During  the  present  emergency,  we  have 
found  it  difficult  to  buy  steel  cabinets,  so  we  just 
take  the  pad  and  put  it  in  the  restroom  without 
the  cabinet. 

XQ-190  In  all  of  your  lajjcls  and  designations 
of  name  you  show  the  name  ''Saiii-Gard  Cover 
Company"  except  in  the  wrappers  on  the  paper 
pads,  is  that  correct? 

A.  That  is  correct.  And  I  will  explain  why 
that  is  done  if  you  wish  to  have  me  do  so. 

XQ-191     Yes. 

A.  That  band  is  put  around  100  or  the  quantity 
of  covers  that  are  made  up  into  a  pad  and  that 
pad  is  insei-ted  then  into  the  steel  dispensing  cab- 
inet and  is  not  seen  by  the  public  or  anyone  else, 
aJid  the  name  would  merely  require  moie  printing 
on  a  narrow  band  there  whicli  hasn't  iinich  moic 
room  on  it  and  it  would  serve  no  particular  purpose. 

XQ-192  But  in  these  cases  you  just  mentioned, 
where  the  packages  of  covers  are  put  in  the  rest- 
room  without  being  in  a  cabinet,  then  there  is  no 
indication  of  the  source  or  name  of  the  product 
except  the  name  "Safe  Way",  is  that  correct? 

A.     They  don't  do  that  with  this  particular  type 
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because  it  would  be  very  wasteful.  It  would  have 
to  be  put  up  in  some  kind  of  a  chip  board  envelope 
like  some  other  brands  of  covers.  In  other  words, 
the  particular  way  in  which  this  particular  cover 
is  made  which  is  called  "Safe  Way"  is  there  is 
nothing  to  hold  the  sheets  together  other  than  this 
band  around  the  covers,  which  has  a  cardboard 
back  and  this  band  pasted  onto  that  cardboard 
back.  So  that  it  would  be  a  very  wasteful  proposi- 
tion to  have  them  used  in  that  way  and  I  doubt 
that  our  Safe  Way  covers  have  been  used  in  that 
way.     They  never  have  to  my  knowledge. 

XQ-193  Do  you  still  make  the  Sani  -  Gard 
covers?  A.     No,   sir. 

XQ-194  Didn't  I  understand  you  to  say  that 
in  some  places  the  covers  are  dispensed  as  is,  with- 
out being  put  in  a  cabinet? 

A.  I  have  a  cover  which  I  call  by  the  name 
''Pro  Tex"  and  it  is  made  up  in  an  envelope  so 
that  it  can  be  used  in  a  restroom  without  a  dis- 
pensing cabinet. 

XQ-195  Is  it  true,  then,  that  none  of  these  seat 
covers  which  are  wrapped  with  this  binder  Exhibit 
M  are  sold  not  in  dispensers'? 

A.  No;  they  would  not  be  used  that  way,  I  am 
sure.  It  would  be  a  very  wasteful  means  of  use  and 
a  concern  would  immediately  stop  buying  them 
if  they  found  people  using  them  in  that  way,  I 
am  sure,  without  a  dispenser. 

XQ-196    Why  is  that? 
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A.  Well,  people  are  veiy  careless  in  public 
restrooms.  In  my  experience,  I  have  found  they 
are  very  likely  to  abuse  privileges  that  are  given 
them  in  respect  to  furnishing  paper  toilet  seat 
covers, 

XQ-197  Do  you  mean  they  will  take  out  more 
than  one  at  a  time  ?    Is  that  what  you  mean  ? 

A.  Yes;  and  women  might  use  them  in  ways 
which  would  not  ])e  quite  ajipropriate. 

XQ-198  I  miderstood  in  your  testimony  in  chief 
that  this  wTapper  Eixhibit  M  was  placed  on  all  of 
the  seat  covers  that  you  maiui factured,  is  that  right? 

A.  Only  on  the  Safe  Way  paper  toilet  seat 
covers. 

XQ-199  But  you  are,  in  addition,  selling  them 
under  another  brand? 

A.     I  am  selling  another  cover;  yes. 

XQ-200  Is  that  shown  on  your  tabulation?  May 
I  see  that  list? 

A.  That  wouldn't  be  shown  on  that  list  because 
it  is  something  I  have  recently  put  on  the  market, 
since  1941. 

XQ-201     How  many  of  those  do  you  sell  ? 

A.     Not  very  many. 

XQ-202  You  have  no  way  of  telling,  have  you, 
whether  seat  covers  containing  this  wrapper  Ex- 
hibit M  are  not  sold  without  the  use  of  dispensers 
or  dispensing  cabinets? 

A.  I  have  knowledge  from  the  experience  in 
my  business  that  no  one  has  evei'  used   them   in 
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that  way  that  I  know  of,  that  is,  without  a  dis- 
pensing cabinet. 

XQ-203  Your  testimony  about  seat  covers  being- 
used  without  a  dispensing  cabinet  did  not  refer  to 
Safe  Way  seat  covers,  is  that  right? 

A.  That  is  correct.  I  might  explain  that  since 
the  war  came  upon  us  we  have  had  difficulty  in 
getting  steel  to  make  dispensing  cabinets.  So  that 
is  the  reason  I  have  made  up  this  so-called  Pro  Tex 
paper  toilet  seat  cover,  which  is  in  a  chip  board 
envelope  which  can  be  put  in  a  restroom  and  used 
without   a    paper   dispensing    cabinet. 

XQ-204  And  does  that  have  any  arrangement 
to  keep  them  from  getting  more  tlian  one  at  a  tim.e '? 

A.     Yes.    It  is  a  much  different  type. 

XQ-205     How  is  it  sold*?     Is  it  in  an  envelope? 

A.  I  should  say  yes;  it  is  in  a  cardboard  type 
of  envelope. 

XQ-206  Is  it  arranged  so  that  only  one  com.cs 
out  at  a  time?  A.     That  is  right. 

XQ-207  Can  you  furnish  us  with  one  of  those 
envelopes  ?  A.     Sure. 

XQ-208  What  is  the  extent  of  your  advertising, 
Mr.  Duiuiell?  By  that  I  mean  have  you  ever  done 
any  general  advertising  such  as  in  newsj^apers  and 
magazines  of  general  circulation? 

A.     No,  I  have  never  advertised  in  that  way. 

XQ-209  Your  advertising  has  just  been  to  the 
trade,  so  to  speak? 

A.     That  is  correct.     We  have  never  catered  to 
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the  general  public  with  our  profUict  because  it  is 
not  a  product  that  they  buy  at  a  general  merchandise 
store.  They  go  to  a  groceiy  store  or  some  other 
type  of  a  store  to  buy  things  which  they  take  home 
and  either  eat  or  use.  Our  product  is  sold  to  loca- 
tions that  are  furnishing  these  without  any  charge 
to  their  customers  that  use  their  public  restrooms. 

XQ-210  How  did  it  lia])i)cn  that  you  didn't 
register  this  mark  before  you  attempted  to  reg- 
ister it? 

A.  Well,  I  suppose  it  was  a  matter  of  neglect 
on  my  part. 

XQ-2n  Had  you  ever  discussed  that  before  you 
decided  to  make  this  registration  or  ever  thought 
about  it? 

A.  I  never  discussed  it  with  Mr.  Westall  before 
this  application  was  filed  for  this  present  regis- 
tration. 

XQ-212  Did  you  ever  discuss  it  with  any])ody 
else  ?  A.     Not  that  I  recollect. 

XQ-213  Did  it  occur  to  you  that  there  might 
be  an  opposition?  Is  that  tlie  reason  that  you 
didn't  attempt  to  register  it  before? 

A.     No;  that  wasn't  the  reason. 

XQ-214  You  sold  for  the  first  several  years  a 
paper  seat  cover  under  the  name  of  "Sani-Gard", 
is  that  correct?  A.     That  is  correct;  yes. 

XQ-215     How  many  years  was  it,  by  the  way? 

A.     About  six  years. 

XQ-216  And  did  you  find  any  trade  resistance 
to  that  name  ?  A.     Not  to  the  name. 
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XQ-217  You  had  put  in  a  good  deal  of  effort 
in  selling  under  that  name,  hadn't  you,  in  the  six 
years  f 

A.  Yes;  I  certainly  had  as  a  source  of  supply 
for  paper  toilet  seat  covers. 

XQ-218  Then,  why  did  you  change  to  the  name 
^'Safe  Way"? 

A.  Because  the  Sani-Gard  toilet  seat  cover  had 
a  dispensing  cabinet,  of  course,  and  that  dispensing 
cabinet  I  had  distributed  throughout  many  terri- 
tories  

XQ-219     That  was  your  business,  was  if? 

A.  That  is  right.  I  had  a  considerable  volume  of 
business  built  up  on  that  particular  cover  with  that 
Sani-Gard  dispenser.  And,  when  I  found  this  Sani- 
Gard  cover  was  not  satisfactory  in  every  resjicct 
and  there  were  certain  objections  to  it,  I  conceived 
the  idea  of  this  cover  which  we  call  now  "Safe 
Way".  The  "Safe  Way"  cover  was  an  entirely 
different  cover  as  far  as  type  and  construction  is 
concerned,  particularly  with  respect  to  being  suit- 
able for  use  in  a  Sani-Gard  cabinet.  In  other  words, 
you  couldn't  use  a  Safe  Way  seat  cover  in  a  Sani- 
Gard  cabinet  because  of  its  construction  and  the 
form  in  which  it  was  made  up.  So  it  was  perfectly 
natural  that  I  should  adopt  some  other  trade  name 
for  this  seat  cover  which  I  started  making  in  1933 
and  selling  at  that  time  because  there  would  have 
been  a  great  confusion  in  respect  to  ordering  seat 
covers  for  my  diiferent  customers  at  one  time  and 
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another.     You  couldn't  call  the  new  cover  "Sani- 
Gard"  because  then  they  would  be  wanting-  seat 
covers  for  use  in  Safe  AVay  cabinets  and  get  the 
wrong  kind  of  merchandise  and  vice  versa. 

XQ-220  Assuming  that  you  did  name  it  "Safe 
Way",  you  named  it  "Safe  Way"  so  as  to  avoid 
confusion,  is  that  right? 

A.     Yes;  I  had  to  adopt  a  different  name. 

XQ-221  You  did  eventually  give  up  your  other 
model,  the  Sani-Gard  model,  didn't  you? 

A.  Yes,  because,  as  I  saifl.  it  hadn't  proven 
satisfactory. 

XQ-222  Didn't  it  occur  to  you  to  just  change 
the  model  and  still  sell  it  under  the  same  name? 

A.  No;  I  had  too  many  dispensing  cabinets  out 
under  the  name  "Sani-Gard".  I  had  continued  sell- 
ing those  over  a  ])eriod  of  years. 

XQ-223  You  say  you  gave  a  great  deal  c^f 
thought  to  the  adoption  of  a  name  that  would  be 
acceptable  to  customers.  Just  what  factors  did 
you  take  into  consideration  in  selecting  the  name 
"Safe  Way"? 

A.  Well,  the  factors  that  I  took  mto  considera- 
tion would  be  a  name  that  was 

XQ-224  I  mean  just  what  they  were  at  the  time, 
so  far  as  you  recall. 

A.     Just  what  is  it  that  you  want  to  know  ? 

XQ-225  I  want  to  know  what  factors  you  took 
into  consideration.  I  mean  your  answer  started 
out  with  "would  be"  and  I  wanted  to  make  it  clear. 
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It  isn't  what  you  thiiik  now  but  what  you  thought 
then. 

A.  A  name  that  would  be  simple  and  easily  re- 
membered. I  can't  think  of  anything  else  particu- 
larly that  I  would  take  into  consideration. 

XQ-226  At  that  time  hadn't  you  seen  advertis- 
ing by  Safeway  in  the  local  papers  1 

A.  As  I  said  before,  I  don't  recall  that  I  knew 
of  the  existence  of  any  Safeway  Stores  in  Los 
Angeles  at  the  time  I  first  started  in  selling  and 
merchandising  Safe  Way  covers, 

XQ-227  If  I  tell  you  that  they  started  selling  in 
Los  Angeles  under  that  name  in  1926,  would  that 
refresh  your  recollection  any? 

A.  Not  particularly  although  I  wouldn't,  of 
course,  deny  that  they  did  have  stores  hero  at  tliat 
time  or  sold  mider  that  name. 

XQ-228  Do  you  remember  the  Sam  Selig 
grocery  stores'? 

A.  I  think  that  was  before  I  ever  came  to  Cali- 
fornia. 

XQ-229     When  did  you  first  come  here? 

A.     In  1928,  I  believe. 

XQ-230  Yes;  that  would  be  before  your  time. 
But  you  can't  say  it  is  not  possible  that  you  may 
have  patronized  a  Safeway  Store  or  seen  Safeway 
advertising  before  j^ou  adopted  its  name? 

A.  I  would  say  at  that  period  in  my  life  I  was 
not  patronizing  grocery  stores  at  all ;  that  I  prob- 
ably had  my  wife  do  all  marketing.    But  my  present 
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marital  relationship  is  such  that  I  have  to  do  some 
of  the  marketing  myself. 

XQ-231  You  were  married  and  living  at  home 
at  that  time?  A.     That  is  right. 

XQ-232  Mr.  Dunnell,  I  will  show  you  a  number 
of  clippings  from  local  newspapers  for  the  past 
year  or  so  and  ask  you  to  look  at  a  few  of  those  and 
say  whether  you  have  ever  seen  advertising  like 
that  by  Safeway. 

Mr.  Westall:  The  question  is  objected  to,  first, 
liecause  it  is  not  proper  cross-examination;  second, 
because  it  is  an  apparent  effort  on  the  part  of  the 
opposer  to  insert  new  siiecimens  not  mentioned  in 
the  notice  of  opposition  and  of  which  copies  were 
not  furnished  to  applicant  after  the  filing  of  the 
notice  of  opposition,  and  which  we  have  not  had 
a  chance  to  examine  to  the  present  time,  and  the 
receipt  in  evidence,  under  the  guise  of  cross-ex- 
amination or  otherwise,  is  conti'ary  to  the  ruling 
of  the  Examiner  of  Interferences  in  the  office  action 
of  May  20,  1944,  in  which,  after  ap])licant  had  in- 
sisted that  the  service  was  not  completed  in  that 
all  specimens  of  advertising  had  not  been  furnished 
and  there  was  a  confusion  as  to  what  specimens 
of  advertising  or  labels  would  be  used,  the  examiner 
in  said  last-mentioned  office  action,  of  May  20,  1944, 
stated  that  the  opposer  would  be  hereinafter  cor- 
respondingly restricted  in  its  proofs  and  the  sub- 
mission of  such  specimens  is  deemed  to  constitute 
a  sufficient  compliance  with  the  requirements  of 
Trademark  Rule  56  relative  thereto. 
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We  remind  that  at  the  time  of  our  letter  to  the 
Patent  Office,  calling  attention,  among  other  things, 
to  the  fact  that  the  notice  of  opposition  was  not 
complete  until  we  received  the  specimens  referred 
to  therein,  we  also  consented  to  filing  by  opposer 
of  an  amended  and  substituted  notice  of  opposition 
to  incorporate  any  new  averments  or  any  new  speci- 
ments  of  advertising  upon  which  opposer  would 
rely,  and  which  offer  was  not  accepted,  the  restric- 
tion to  those  already  served  and  now  on  file  being 
thereafter  made  as  stated;  third,  we  also  object  to 
any  consideration  of  the  very  numerous  newspaper 
clippings  now  shown  to  the  witness  for  the  reason 
that  many  of  them  are  undated;  fourth,  objection 
is  also  made  that  apparently  opposer  is  now,  under 
the  guise  of  cross-examination,  attempting  to  r-ut 
in  evidence  in  chief  notwithstanding  the  restriction 
mentioned. 

And  we  remind  that  the  depositions  on  behalf 
of  opposer  were  closed  immediatelv  after  the  taking 
of  the  deposition  of  the  only  witness,  Milton  L. 
Selby,  on  August  8,  1942,  with  the  statement  by  the 
attorney  Mr.  Wilde,  ''Depositions  on  behalf  o{  op- 
poser have  been  completed  and  its  case  is  closed." 
Mr.  Hoge:  I  would  like  to  say  that  these  docu- 
ments are  offered  in  connection  mth  the  cross- 
examination.  And,  also,  I  hereby  give  notice  that 
they  will  be  offered  as  printed  matter  pursuant  to 
Rule  154  (e)  of  the  Rules  of  Practice  of  the  United 
States  Patent  Office. 
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Will  you  read  the  question,  please? 

(Question  read  by  notary.) 

A.  Tn  reading  the  newspapers,  I  undoubtedly 
have  casuall}^  observed  such  advertisements  of  Safe- 
way Stores. 

Mr.  Hoge:  I  will  offer  those  in  evidence  as  Op- 
poser's  Exhibits  42-1  to  42-49  inclusive. 

Mr.  Westall :  They  are  objected  to  on  the  ground 
they  are  not  j^roper  cross-examination ;  on  the 
ground,  also,  that  it  is  an  attempt  to  disregard  the 
restriction  of  the  examiner  of  interferences  of  May 
20,  1944,  and  to  insinuate  into  the  record  evidence 
in  chief;  also,  on  the  ground  that  it  is  out  of  order 
now  to  consider  any  such  evidence  because  the  de- 
positions on  behalf  of  the  opposer  were  closed  over 
a  month  ago;  and,  furthermore,  that  the  newspaper 
clippings  are,  many  of  them,  undated  and  no  foun- 
dation has  been  laid  to  support  their  introduction 
in  evidence;  and,  furthermore,  they  are  much  too 
late,  as  those  that  are  dated  are  of  dates  apparently 
late  in  1943  and  most  of  them  in  1944,  long-  after  the 
filing  of  the  application  for  registratioii  or  the  filino: 
of  the  notice  of  opposition.  And  upon  such  grounds 
they  also  are  totally  irrelevant  and  immaterial  to 
any  issue  in  this  case. 

XQ-233  (By  Mr.  Hoge):  At  any  rate,  Mr. 
Dunnell,  you  have  realized  for  some  time,  have  you 
not,  that  Safeway  has  been  making  an  extensive 
advertising  campaign   with   the   use   of   the   name 
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** Safeway"  appearing  m  its  advertisements? 

A.     No;  I  wouldn't  say  that  I  realized  that;  no. 

XQ-234    You  do  now  realize  it,  don't  you"? 

Mr.  Westall:  That  is  objected  to  on  the  ground 
that  eoimsel  is  assuming  that  he  has  proved  the 
advertisements  and  expects  that  the  witness  will  ac- 
cept such  assumption  which  has  not  been  proven  and 
is  not  in  evidence. 

A.  If  these  advertisements  just  shown  to  me 
are  recent  advertisements,  as  it  cannot  be  deter- 
mined, of  course,  from  those  which  have  no  dates, 
I  should  sa}^,  of  course,  that  they  are  doing  a  fair 
amount  of  advertising. 

XQ-235  (By  Mr.  Hoge)  :  Did  you  read  the  de- 
position of  Mr.  Selby,  Mr.  Dunnell  ? 

A.     No ;  I  did  not  read  it. 

XQ-236  He  states  in  that  deposition,  in  answer 
to  Question  No.  23,  that  the  company,  referring,  of 
course,  to  Safewa}^  Stores,  Incorporated,  expended, 
in  1943,  for  advertising  of  all  kinds,  the  total 
amount  of  $3,600,000  odd.  Assuming  that  to  be 
true,  it  is  apparent  to  .you,  is  it  not,  that  you  are 
reaping  a  considerable  benefit  from  something  that 
the  Safeway  Stores,  Incorporated,  is  doing? 

Mr.  Westall:  That  is  objected  to  as  not  proper 
cross-examination  and  upon  each  of  the  grounds 
heretofore  stated  in  the  objections  to  the  receipt 
in  evidence  of  the  voluminous  newspaper  clippings 
referred  to. 

A.     I  cannot  see  that  I  am  now  or  ever  have  re- 
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ceived  any  benefit  from  any  of  the  advertising  done 
by  Safeway  Stores,  Incorporated. 

XQ-237  (By  Mr.  Hoge)  :  You  don't  think  that 
the  public's  familiarity  with  that  name  and  accept- 
ance of  that  name  does  you  any  good? 

A.  I  don't  think  they  connect  it  with  paper 
toilet  seat  covers  in  any  way. 

XQ-238  Don't  you  think,  as  a  matter  of  fact, 
at  least  to  the  average  housewife,  the  name  ''Safe- 
way" suggests  a  grocery  store? 

A.  Not  any  more  than  it  would  possibly  some- 
thing else.  I  don't  know  how  the  American  house- 
wife's mind  works. 

XQ-239  So  far  as  you  personally  are  conceraed, 
aside  from  your  own  use  of  it,  you  have  never  heard 
of  any  other  use  of  it  except  by  a  grocery  store, 
have  you?  Didn't  you  so  testify  a  while  ago  or  am 
I  correct? 

A.  I  testified,  as  I  recollect,  that  T  was  not 
familiar  with  any  of  the  particular  exhibits  which 
were 

XQ-240  Which  show  the  registration  of  the 
name  "Safeway"? 

A.  Which  showed  the  registration  of  the  name 
"Safeway";  that  is  right. 

XQ-241  And  you  were  not  familiar  witli  them 
until  just  recently,  when  counsel  called  your  at- 
tention to  them,  is  that  correct? 

A.     That  is  correct;  yes,  sir. 

XQ-242  Are  you  familiar  with  any  other  use 
of  that  name? 
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A.  Since  the  institution  of  this  opposition  pro- 
ceeding, my  attorney  has  brought  to  my  attention  a 
number  of  other  products  that  are  called  by  the 
name  "Safe  Way". 

XQ-243  But  before  that  you  knew  only  your 
own  product  and  the  grocery  business  use,  didn't 
you? 

A.  I  may  during  the  past  years,  which  is  very 
difficult  for  me  to  remember  all  about,  have  come 
across  the  name,  "Safe  Way"  for  some  product  of 
one  kind  or  another  and  I  may  have  had  it  brought 
to  my  attention  but  I  don't  recall  any  specific  in- 
stances at  this  time. 

XQ-244  But  you  do  recall  the  use  of  the  name 
in  connection  with  grocery  stores? 

A.  Well,  I  do  know  that  there  are  Safeway 
grocery  stores  located  at  the  present  time  in  Los 
Angeles. 

XQ-245  And  you  have  been  familiar  with  that 
fact  for  a  number  of  years? 

A.     For  the  last  three  or  four  years. 

XQ-246     And  possibly  before? 

A.     T  wouldn't  say  possibly. 

XQ-247  You  wouldn't  say  probably  and  you 
wouldn't  say  possibly,  either? 

A.  It  might  be  possible  but  I  would  have  to 
draw  upon  my  imagination  considerably,  I  imagine, 
to  figTire  out  just  exactly  M^hen  it  was  that  I  first 
knew  about  a  Safeway  Store  in  Los  Angeles. 
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XQ-248  You  just  don't  recall  when  that  was,  is 
that  correct?  A,     That  is  correct. 

Mr.  Hoge:    That  is  all. 

Mr.  Westall :  No  redirect  examination.  I  now, 
ill  order  to  avoid  the  possibility  of  overlooking  the 
introduction  of  some  exhiliit  which  has  been  marked 
for  identification,  re-offer  each  of  said  exhibits  in 
evidence  that  were  referred  to  in  this  witness'  testi- 
mony as  exhibits  bearing  the  letter  or  number  by 
which  they  were  identified. 

Mr.  Hoge:  I  make  the  same  ol),iection  as  was 
made  to  any  exhibit  at  the  time. 

Mr.  Westall:  The  testimony  on  behalf  of  the 
applicant  Dunnell  is  closed. 

/s/  WARREN  W.  DUNNELL. 

State  of  California, 
County  of  Los  Angeles — ss. 

I,  Ross  Rejaiolds,  a  notary  public  within  and  for 
the  County  of  Los  Angeles  and  State  of  California, 
do  hercb}'  certify  that  the  foregoing  depositions  of 
John  H.  Mengler  and  Warren  W.  Dunnell  were 
taken  on  behalf  ol'  the  Applicant,  in  pursuance  of 
the  notice  hereto  annexed,  before  me,  at  Room  225 
Wilson  Building,  132  West  First  Street,  in  the  City 
of  Los  Angeles,  in  said  County,  on  the  12th  day  of 
September,  1944;  that  said  witnesses  were  by  me 
each  dnly  sworn  before  the  commencement  of  the 
testimony  of  such  witnesses,  respectively;  that  with 
the  written  consent  of  all  i)arties  present,  as  at  the 
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beginning  of  said  depositions  indicated  (the  stipu- 
lation showing  said  consent  being  attached  hereto), 
the  said  depositions  of  each  of  said  witnesses  was 
taken  down  stenographically  by  me  and  aftervN^ards 
transcribed  or  typed  liy  Mildred  Diggins,  under  my 
directions  and  in  my  presence;  that  the  opposing 
party,  Safeway  Stores,  Incorporated,  was  rep- 
resented by  counsel,  as  noted  below  the  caption  of 
said  depositions,  during  the  taking  of  said  testi- 
mony; that  said  testimony  was  taken  at  the  place 
aforesaid,  and  was  commenced  at  the  hour  of  10:00 
o'clock  a.m.  on  the  12th  day  of  September,  1944, 
and  was  continued  to  the  hour  of  12 :00  o  'clock  noon 
of  said  day,  at  which  time  an  adjournment  was 
taken  to  the  hour  of  2:00  o'clock  p.m.  of  said  day; 
that  said  testimony  was  resumed,  pursuant  to  the 
said  adjournment,  at  the  hour  of  2:00  o'clock  p.m. 
of  said  day  and  was  continued  to  the  hour  of  4:30 
o'clock  p.m.  and  was  concluded  at  that  honr  on 
said  date;  that  the  depositions  were  read  by  each 
of  said  witnesses  before  the  witnesses  signed  the 
same,  and  that  they  signed  the  same  in  ray  presence. 

I  further  certify  that  I  am  not  connected  by  blood 
or  marriage  with  either  of  said  parties,  nor  in- 
terested, directly  or  indirectly,  in  the  matter  in 
controversy. 

I  further  certify  that  the  exhibits  herewith  en- 
closed were  marked  by  me  as  is  more  particularly 
set  fortli  in  the  index  hereof  and  w^ere  offered  in 
evidence  by  the  respective  counsel  a<=!  in  more  par- 
ti cularlv  hereinbefore  shown. 
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In  testimony  whereof,  I  have  hereunto  set  my 
hand  and  affixed  my  seal  of  office  at  Los  Angeles, 
in  said  County,  this  11th  day  of  October,  1944. 

[Seal]        /s/  ROSS  REYNOLDS, 
Notary  Public  in  and  for  the  County  of  Los  An- 
geles, State  of  California. 
[Endorsed]:     Filed  March  12,  1947. 


[Endorsed]:  No.  11806.  United  States  Circuit 
Court  of  Appeals  for  the  Ninth  Circuit.  Safeway 
Stores,  Inc.,  a  corporation.  Appellant,  vs.  Warren 
W.  Dunnell,  Appellee.  Transcript  of  Record. 
Upon  Appeal  from  the  District  Court  of  the  United 
States  for  the  Northern  District  of  California, 
Southern  Division. 

Filed  December  2,  1947. 

/s/  PAUL  P.  O'BRIEN, 
Clerk  of  tlie  United  States  Circuit  Court  of  Ap- 
peals for  the  Ninth  Circuit. 
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United  States  Circuit  Court  of  Appeals 
for  the  Ninth  Circuit 

No.  11806 

SAFEWAY  STORES,  INCORPORATED, 

a  corporation, 


vs. 
WARREN  W.  DUNNELL, 


Appellant, 


Appellee. 


STATEMENT  OP  POINTS  ON  WHICH  AP- 
PELLANT INTENDS  TO  RELY  ON  AP- 
PEAL, AND  DESIGNATION  OF  THE 
PARTS  OF  THE  RECORD  WHICH  AP- 
PELLANT THINKS  NECESSARY  FOR 
THE  CONSIDERATION  THEREOF 

To  the  United  States  Circuit  Court  of  Appeals  for 
the  Ninth  Circuit,  and  to  the  Clerk  of  Said 
Court : 

Now  comes  appellant  in  the  ahove-entitled  and 
numbered  case  and  pursuant  to  subdivision  6  of 
Rule  19  of  the  Rules  of  the  above-entitled  Court 
files  with  the  Clerk  of  said  Court  the  following 
statement  of  the  points  upon  which  appellant  in- 
tends to  rely  on  the  appeal,  and  desio-nates  the  fol- 
lowing designated  parts  of  the  record  which  appel- 
lant thinks  necessary  for  the  consideration  thereof. 

Statement  of  Points  to  Be  Relied  Uj^on 

1.  There  was  no  evidence,  and  in  any  case  no 
sufficient  e\idence,   to   overcome   the   findings   and 
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decision  of  the  Examiner  of  Interferences  of  the 
Patent  Office  and  the  findings  and  decision  of  the 
First  Assistant  Commissioner  of  the  Patent  Office 
that  appellee's  use  of  the  name  ''Safe  Way"  is 
likely  to  cause  confusion  and  mistake  and  to  deceive 
purchasers,  and  that  I'cgistration  thereof  is  pro- 
hibited l)y  the  Federal  Trade  Mark  Act.  Both  the 
Examiner  and  the  Assistant  Commissioner  found 
and  decided  (1)  that  the  name  Safeway  designates 
appellant  in  the  minds  of  the  public,  (2)  that  the 
goods  dealt  in  by  appellant  and  appellee  are  of  a 
similar  nature  and  of  the  same  descriptive  proper- 
ties, and  (3)  confusion  of  persoiis  and  reputations 
are  reasonably  likely  to  result  from  appellee's  reg- 
istration and  use  of  the  name  Safeway.  No  eW- 
dence  was  introduced  at  the  trial  before  the  District 
Court  in  any  way  tending  to  overcome  these  de- 
terminations, and,  in  any  case,  there  was  no  evi- 
dence there  introduced  which  in  character  and 
amount  carried  thorough  conviction  that  the  Patent 
Office  findings  and  decisions  were  erroneous.  Under 
these  circumstances,  the  Patent  Office  decisions  are 
c/^ntrolling.  The  District  Court,  in  complete  dis- 
regard of  the  doctrine  of  administrative  finality 
and  of  the  decisions  in  the  Parent  Office  substituted 
its  judgment  for  that  of  the  administrative  tribunal. 
2.  Appellee's  use  of  the  name  "Safe  Way"  is 
likely  to  cause  confusion  and  mistake  and  to  de- 
ceive purchasers  and  others;  and  registration 
thereof  is  prohibited  by  the  Federal  Trade  Mark 
Aot.  The  name  ''Safeway"  desicmates  appellant, 
"Safeway  Stores,  Incorporated,"  in  the  minds  of 
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the  public.  The  goods  dealt  in  by  appellee,  to  wit, 
paper  toilet  seat  covers,  are  of  a  similar  nature  and 
of  the  same  descriptive  properties  as  the  paper 
products,  including  toilet  tissue,  sanitary  napkins, 
facial  tissue,  paper  cups,  paper  towels  and  paper 
napkins  dealt  in  by  appellant.  Confusion  of  per- 
sons and  reputations  is  reasonably  likely.  The 
words  ''Stores"  and  "Incorporated"  in  appellant's 
name  are  nondescript,  and  appellant's  name  is 
"Safeway"  within  the  meaning  of  the  Federal 
Trade  Mark  Act  and  under  the  principles  of  law  of 
unfair  competition. 

3.  Appellant  is  the  prior  user  of  the  name  ' '  Safe- 
way. ' ' 

4.  Appellee's  use  of  the  name  "Safe  Way"  con- 
stitutes unfair  competition  to  appellant;  and 
appellee  should  be  enjoined  from  using  it. 

5.  The  court  was  without  jurisdiction  to  adjud,9:e 
and  direct  that  the  Commissioner  of  Patents  reg- 
ister the  name  "Safe  Way." 

6.  Registration  of  the  name  "Safe  Way"  is 
barred  by  appellee's  laches. 

7.  Appellee  has  failed  to  establish  his  prior  use 
of  the  name  "Safe  Way"  even  for  toilet  seat  covers 
or  his  ownership  of  the  claim  upon  which  his  suit 
is  based. 

8.  That  appellant  will  be  damaged  by  appellee's 
registration  of  the  name  "Safe  Way." 

Parts  of  Record  Deemed  Necessary 

Appellant  thinks  that  it  is  necessary  for  the  con- 
sideration of  this  appeal  that  the  entire  record  as 
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certified  to  the  above-eutitled  Court  be  considered 
by  the  above-entitled  Court  and  designates  for 
printing  the  entire  record,  except  as  otherwise  pro- 
vided by  order  of  the  above-entitled  Court  dated 
r)eceml)er  4,  1947. 

Dated:     Deceml)er  4,  1947. 

/s/  MITCHELL  T.  NEFF, 
/s/  WILLARD  S.  JOHNSTON, 

ORRTCK,  DAHLQUIST,  NEFF, 
BROWN  &  HERRINGTON, 
Attorneys  for  Appellant. 
[Endorsed]  :    Filed  Dec.  4,  1947. 


[Title  of  Circuit  Court  of  Appeals  and  Cause.] 

AFFIDAVIT  OF  WILLARD  S.  JOHNSTON 

State  of  California, 

City  and  County  of  San  Francisco — ss. 

Willard  S.  Johnston,  being  first  duly  sworn,  de- 
poses and  says: 

That  he  is  one  of  the  attorneys  foi-  the  appellant 
in  the  above-entitled  cause;  that  the  facts  and  mat- 
ters herein  stated  are  better  known  to  affiant  than 
to  said  appellant  and  for  that  reason  affiant  makes 
this  affidavit  for  and  on  behalf  of  apjteUant;  that 
it  is  necessary  that  the  Couit  consider  the  entire 
record  for  the  proper  consideration  and  disposition 
of  this  appeal ;  but  that  except  for  the  record  in  the 
Patent  Office  (Exhibits  1,  2  and  3  in  the  District 
Court)  none  of  the  exhibits  in  the  District  Court 
should  be  printed  and  none  of  the  exhibits  in  the 
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Patent  Office  (whether  or  not  included  in  said  Ex- 
hibits 1,  2  or  3)  should  be  printed  for  the  reasons 
that  said  exhibits  are  numerous  and  voluminous 
and  the  printing  thereof  would  be  inordinately 
exj^ensive;  that  some  of  said  exhibits  are  not  in 
written  or  pictorial  form  but  constitute  physical 
objects  which  would  be  difficult  and  costly  to  re- 
produce, and  that  said  exhibits  are  of  a  character 
and  the  issues  are  such  that  the  Court  should  con- 
sider and  inspect  the  exhibits  in  the  form  in  which 
they  now  are;  that  on  September  17,  1947  the  Dis- 
trict Court  made  its  order  that  the  exhibits  be 
transmitted  to  the  Clerk  of  this  Court  for  use  and 
inspection  by  this  Court,  and  said  exhibits  have 
accordingly  been  so  transmitted  to  said  Clerk  and 
are  now  in  his  custody. 

Wherefore,  affiant  prays  for  an  order  of  this 
Court  ordering  that  the  entire  record  be  printed 
Avith  the  exception  of  said  Exhibits  1,  2  and  3;  that 
except  for  said  Exhibits  1,  2  and  3  the  exhibits  be 
not  printed  or  reproduced;  and  that  the  Court  will 
consider  the  entire  record,  including  all  of  the 
exhibits. 

/s/  WILLARD  S.  JOHNSTON. 

Subscribed  and  sworn  to  before  me  this  4th  day 
of  December,  1947. 

[Seal]        /s/  LUCIE  M.  REINCKE, 

Notary  Public  in  and  for  the  City  and  County  of 
San  Francisco,  State  of  California. 
My  Commission  Expires  November  19,  1950. 
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[Title  of  Circuit  Court  of  Appeals  and  Cause.] 

ORDER 

On  reading  and  filing  the  affidavit  of  Willard  S. 
Johnston  herein,  and  good  cause  appearing  there- 
for, It  Is  Hereby  Ordered  that  none  of  those  por- 
tions of  the  record  constituting  exhibits  in  the  Dis- 
trict Court  except  Exhibits  1,  2  and  3  in  the  District 
Court,  and  none  of  the  exhibits  marked  as  Patent 
Ofiice  exhibits  (whether  or  not  included  in  said 
Exhibits  1,  2  or  3)  need  be  printed  or  otherwise 
reproduced,  and  that  all  exhibits  included  in  the 
record  on  appeal  will  nevertheless  be  considered  by 
the  above-entitlod  Cou.rt  on  the  ai)peal. 

Dated:     December  4,  1947. 

/s/  FRANCIS  A.  GARRECHT, 
Judge, 

[Endorsed] :     Filed  Dec.  4,  1947. 
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IN  THE 

United  States  Circuit  Court  of  Appeals 

For  the  Ninth  Circuit 


Safeway  Stores,  Incorporated, 
a  Corporation, 


vs. 
Warren  W.  Bunnell, 


Appellant, 


Appellee. 


APPELLANT'S  OPENING  BRIEF. 


STATEMENT  OF  JURISDICTION. 
The  jurisdiction  of  the  trial  Court  of  the  appellee's 
complaint  in  this  action  to  compel  the  Patent  Com- 
missioner to  register  a  trademark  after  denial  by  him 
of  appellee's  application  for  registration  thereof,  was 
founded  upon  the  Federal  Trademark  Act,  15 
U.S.C.  §81  et  seq.  (Tr.  2-10).  -S^uUotul5  U.S.C., 
§89,  provides  that  *'if  an  applicant  for  registra- 
tion of  a  trade  mark  ...  is  dissatisfied  with  the 
decision  of  the  Commissioner  of  Patents  ...  he 
may  appeal  to  the  United  States  Court  of  Customs 
and  Patent  Appeals,  on  complying  with  the  conditions 
required  in  case  of  an  appeal  from  the  decision  of  the 


Commissioner  by  an  applicant  for  patent  .  .  .  ,  and  the 
same  rules  of  practice  and  i)rocedure  shall  govern  in 
every  stage  of  such  proceedings  as  far  as  the  same 
may  be  applicable."  R.S.  §4915  (35  U.S.C.,  §63, 
specifically  applicable  to  ])atent  a])peals)  provides  that 
"whenever  a  patent  on  application  is  denied,  the 
applicant,  unless  appeal  has  been  taken  to  the  United 
States  Court  of  Customs  and  Patent  Appeals,  .  .  . 
may  have  remedy  l)y  a  bill  in  equity."^ 

The  jurisdiction  of  the  trial  Court  of  the  counter- 
claim (Tr.  18-24)  was  founded  upon  Rule  13(a),  Fed- 
eral Rules  of  Civil  Procedure  and  28  U.S.C.,  Sec.  723, 
pursuant  to  which  they  were  adopted. 

The  jurisdiction  of  this  Court  on  appeal  arises  from 
Section  128  of  the  Judicial  Code,  28  U.S.C.,  Sec.  225, 
which  grants  jurisdiction  to  review  "final  decisions" 
in  the  district  Courts.  The  judgment  apj^ealed  from 
(Tr.  49-50)  was  made  and  entered  Jmie  18,  1947.  The 
notice  of  appeal  (Tr.  50-51)  was  filed  with  the  Clerk 
of  the  District  (Viurt  on  September  15,  1947,  which 
was  within  the  time  allowed  by  28  U.S.C,  Sec.  230. 


STATEMENT  OF  THE  CASE. 
In  1942  appellee,  Warren  W.  Bunnell,  applied  to 
the  Patent  Commissioner  under  the  Federal  Trade- 
mark Act  (15  U.S.C,  §  81,  et  seq.)  for  registration  of 


>It  has  been  held  that  by  reason  of  15  U.S.C.  §  89  this  remedy  by 
bill  in  equity  is  also  applicable  to  trademark  proceedings.  Amer- 
iain  Steel  Foundnes  v.  Robertson,  262  U.  S.  209,  67  L.  Ed.  953, 
43  S.  Ct.  541;  U.  S.  ex  rel.  Baldivin  Co.  v.  liohei-tson,  265  U.  S. 
168,  68  L.  Ed.  962,  44  S.  Ct.  508. 


the  name  "Safe  Way"  as  a  trademark  for  paper 
toilet  seat  covers  (Tr.  188).  Appellant,  Safeway 
Stores,  Incorporated,  opposed  the  application  (Tr. 
193)  and,  after  the  taking  of  evidence,  both  the  Ex- 
aminer and,  on  appeal,  the  Assistant  Commissioner 
(69  U.S.P.Q.  204,  36  T.M.  Rep.  140,  169  3M-S  13) 
sustained  appellant's  opposition.-  Their  decisions  were 
grounded  on  Section  85  of  the  Act,  and  cases  con- 
struing it,  prohibiting  registration  of  a  trademark  so 
resembling  another's  name  or  mark  as  to  be  likely  to 
cause  public  confusion  or  mistake.  They  found  that 
the  name  "Safeway"  designates  appellant,  Safeway 
Stores,  Incorporated,  in  the  mind  of  the  public ;  that 
appellee  Bunnell's  toilet  seat  covers  are  similar  to 
toilet  tissue,  paper  towels,  sanitary  napkins,  paper 
cups  and  other  products  dealt  in  in  large  quantities 
by  appellant  and  that,  therefore,  there  was  a  likeli- 
hood of  confusion. 

Thereafter,  in  1946,  appellee  Bunnell  brought  this 
suit  under  35  U.S.C.,  §  63  in  the  Bistrict  Court  for 
the  Northern  Bistrict  of  California,  Southern  Bivi- 
sion,  for  a  decree  requiring  the  Patent  Commissioner 
to  register  the  name  "Safe  Way"  as  a  trademark  for 
appellee's  paper  toilet  seat  covers  (Tr.  2).  Appellant, 
Safeway  Stores,  Incorporated,  answered,  denying  ap- 
pellee's right  to  registration  of  the  distinguishing 
part  of  appellant's  name  as  a  trademark  for  toilet 
seat  covers,  and  by  way  of  counterclaim  appellant 
sought  to  enjoin  appellee  from  infringing  upon  ap- 


2The  opinions  of  the  Examiner  and  of  the  Assistant  Commis- 
sioner are  set  forth  m  the  appendix  to  this  brief. 


pellant's  right  in  its  trade-name  "Safeway"  by 
using  the  name  in  connection  with  appellee's  toilet 
seat  covers  (Tr.  10).  After  the  trial  in  the  District 
Court,  in  which  the  main  evidence  consisted  of  the 
Patent  Office  record,  the  Court  (Judge  Goodman) 
filed  an  opinion  deciding  in  favor  of  appellee  Dun- 
nell  on  his  complaint  and  against  appellant  Safe- 
way Stores,  lncoi])(>rated  (Tr.  35)  upon  its  counter- 
claim. Conceding  that  tlie  name  "Safeway"  means 
to  the  pul)lic  appellant  Safeway  Stores,  Incor- 
porated, he,  neveriheless,  decided,  in  diametric  oppo- 
sition to  the  decisions  in  the  Patent  Office,  that  there 
was  no  relationship  between  appellant's  ])roducts 
(paper  toilet  tissue,  jjaper  sanitary  napkins,  paper 
towels,  paper  cups,  paper  nai)kins,  and  numerous 
other  grocery  and  household  ])roducts)  and  a])j)el lee's 
product  (paper  toilet  seat  covers)  (Tr.  35-38)  ;  and 
that  there  was  no  likelihood  of  confusion.  Findings  of 
Fact  and  Conclusions  of  Law  (Tr.  39-49)  and  Judg- 
ment (Tr.  49-50)  were  entered  accordingly. 

The  fundamental  questions  involved  on  the  appeal 
are  whether  the  trial  Court  erred  (1)  in  disregarding 
and  overruling  the  decisions  in  the  Patent  Office 
denying  registration  of  the  name  "Safe  Way"  as  a 
trademark  for  paper  toilet  seat  covers,  and  (2)  in 
denying  injunctive  relief  to  appellant  on  its  counter- 
claim. 


SPECIFICATION  OF  ERRORS. 

1.  The  Court  erred  in  failing  to  find  in  accordance 
with  the  findings  and  decisions  in  the  Patent  Office. 

2.  The  Court  erred  in  finding  that  appellee's  toilet 
seat  covers  ''are  not  sold  at  all"  (Tr.  41). 

3.  The  Court  erred  in  finding  that  appellee's  toilet 
seat  covers  "are  not  of  the  same  descriptive  proper- 
ties" as  the  ''paper  products  as  toilet  tissue  and  paper 
towels"  of  appellant  (Tr.  42). 

4.  The  Court  erred  in  finding  that  "no  one  ever 
confused  the  source  of  manufacture,  distribution  or 
sponsorship  of  plaintiff  [appellee]  Bunnell's  said 
product  (or  &ny  other  seat  cover  whatsoever)  as 
being  by  defendant  [appellant]  in  this  action"  (Tr. 
43). 

5.  The  Court  erred  in  finding  that  "there  is  no  evi- 
dence that  i^laintiff  [appellee]  ever  traded  on  any 
reputation  of  defendant  [appellant]"  and  that  appel- 
lant always  marked  his  "products"  "with  the  source 
of  manufacture,  'Sani-Gard  .  .  .  Company'  "  (Tr.  44). 

6.  The  Court  erred  in  finding  that  "plaintiff's 
[appellee's]  reputation  in  the  sale  of  toilet  seat  covers 
under  said  trademark  and  under  his  own  fictitious 
name,  'Sani-Gard  .  .  .  Company'  ...  is  conclusively 
proven  by  sales  aggregating  172,725,000  toilet  seat 
covers"  (Tr.  44). 

7.  The  Court  erred  in  finding  that  "there  is  no 
evidence  ...  to  support  any  allegation  or  inference  of 
damage  to  defendant  [appellant],  of  imfair  competi- 


tion  by  plaintiff  [appellee]  with  any  acti^-ities  of  de- 
fendant [appellant];''  and  in  finding:  that  "the  evi- 
dence shows  eonclnsively  that  defendant  [appellant] 
has  not  been  damaged  by  any  use  by  plaintiff  [appel- 
lee] of  his  said  trademark  as  so  ap])lied  and  cannot 
in  the  future  be  damaged  by  granting  the  prayer  of 
the  complaint  ..."  (Tr.  45). 

8.  The  Coui-t  erred  in  finding  that  the  mark  of 
appellee  "refei*s  to  a  method  of  use  and  is  not  a  name 
descriptive  of  the  article  itself"  (Tr.  45). 

9.  The  Coui-t  erred  in  finding  that  "there  is  not 
the  slightest  relationshi])  between  the  merchandise  of 
the  defendant  [api)ellant]  and  the  kind  of  sanitary 
service  provided  by  })laintiff  [appellee]"  and  that 
"not  by  the  wildest  stretch  of  imagination  could  a 
person  using  plaintiff's  [appellee's]  seat  covers  in  a 
public  lavatory,  be  confused  at  all  into  believing  that 
by  such  use  he  was  purchasing  defendant's  [appel- 
lant's] merchandise"  (Tr.  45-46). 

10.  The  Court  erred  in  finding  that  "there  is  and 
has  been  no  'unfairness'  in  appellant's  conduct  .  .  . 
to  warrant  application  of  the  'noncompetitive  goods' 
doctrine"  and  in  finding  that  "any  relationship  between 
groceries  of  defendant's  [appellant's]  retail  stores  is 
extremely  remote  from  the  sanitary  service  by  plain- 
tiff [appellee]  supplied  to  lavoratories"  (Tr.  46). 

11.  The  Court  erred  in  concluding  that  appellant 
"has  not  been  damaged,  as  asserted  in  its  counter- 
claim, and  camiot  be  damaged  in  the  future,  by  any 
act  of  plaintiff  [ai^pellee]  in  the  use  of  his  said  trade- 
mark so  applied"  and  that  appellant  cannot  "be  dam- 


aged  by  the  authorization  of  this  Court  to  the  Patent 
Office  to  grant  registration  of  his  trademark  as  prayed 
in  the  complaint"  (Tr.  47). 

12.  The  Court  erred  in  concluding  that  appellee 
'* became  the  owner  of  said  ti-ademark  'Safe  Way'  as 
so  applied,  under  the  common  law  by  adoption  and 
use  in  Octol^er  1933,  and  since  said  date  he  has  not 
abandoned  the  use  of  said  mark  and  is  still  the  owner 
thereof"  (Tr.  47). 

13.  The  Court  erred  in  concluding  that  "the  ex- 
tensive use  of  the  name  'Safeway'  by  individuals, 
corporations  or  concerns  other  than  defendant  [appel- 
lant] in  this  action  in  their  corporate  or  business 
names,  and  such  extensive  use  of  said  mark  as  a 
trade-mark  as  shown  by  many  registrations  of  it  prior 
to  the  time  defendant  [appellant]  in  this  action  ac- 
quired title  to  the  stores  of  its  alleged  subsidiary 
corporations  (in  which  it  owned  stock  prior  to  ac- 
quirement of  title)  should  bar  defendant  [appellant] 
from  opposing  applicant's  [appellee's]  registration 
and  warrant  the  grant  of  the  relief  prayed  in  the 
complaint"  (Tr.  47). 

14.  The  Court  erred  in  concluding  that  "the  cir- 
cumstances (even  if  true,  but  not  shown  by  the  evi- 
dence and  not  proven  or  capable  of  inference  from 
the  evidence)  that  the  registration  of  plaintiff's 
[appellee's]  mark  will  cause  confusion  and  mislead 
the  public  into  belief  that  applicant's  [appellee's] 
goods  are  manufactured  by  or  sponsored  by  defendant 
[appellant]  in  this  action,  and  that  such  would  dam- 
age   defendant    [appellant],    is   not    damage    of   the 
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character  contemplated  by  statute,  and  the  prayer  for 
authorization  of  this  court  of  registration  of  plaintiff's 
[appellee's]  mark  must  he  granted,  since  toilet  seat 
covers  and  grocery  items  are  not  goods  of  the  same 
descriptive  properties"   (Tr.  48). 

15.  The  Court  erred  in  concluding  that  "toilet 
seat  covers,  under  the  law,  are  not  of  the  same  de- 
scriptive properties  as  grocery  items  sold  ])y  defend- 
ant [api)ellant],  such  as  paper  towels  or  toilet  tissues" 
(Tr.  48). 

1().  The  Court  erred  in  entering  judgment  author- 
izing and  directing  the  Commissioner  of  Patents  to 
grant  the  registration  (Tr.  49). 

17.  The  Court  erred  in  denying  appellant  injunc- 
tive relief  on  its  counterclaim. 

18.  The  judgment  is  contrary  to  law. 


SUMMARY  OF  ARGUMENT. 
Since  1926  appellant  has  been  engaged  under  the 
name  "Safeway"  in  the  manufacture  and  distribu- 
tion of  foods  and  household  supplies,  including  the 
distribution  of  large  quantities  of  paper  products  such 
as  paper  toilet  tissue,  sanitary  napkins,  facial  tissue, 
paper  cups,  paper  towels  and  paper  napkhis.  Appel- 
lant has  conducted  a  continuous  and  costly  advertising 
and  promotional  campaign  through  this  entire  period, 
utihzing  its  2300  stores  scattered  throughout  the 
country,  and  such  advertising  media  as  newspapers, 
magazines,  billboards,  car  cards,  price  tags,  gummed 
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tapes,  receipts,  invoices,  paper  bags,  display  cards, 
radio.  Annual  advertising  expenditures  have  approxi- 
mated four  million  dollars.  As  a  result  the  name 
''Safeway"  has  become  synonymous  with  appellant, 
"Safeway  Stores,  Incorporated". 

In  1933,  seven  years  after  appellant's  first  use  of 
the  name,  appellee  adopted  the  name  as  a  trade-mark 
for  paper  toilet  seat  covers  manufactured  and  dis- 
tributed l3y  him.  He  has  used  and  is  using  the  names 
"Safe  Way"  alone,  with  a  pictorial  representation  of 
a  seat  covei'  and  without  any  name  or  writing  to  indi- 
cate the  source. 

Registration  of  the  name  "Safe  Way"  as  a  trade- 
mark for  appellee's  seat  covers  and  appellee's  con- 
tinued use  of  such  a  mark  would  entail  a  reasonable 
likehhood  of  public  confusion,  as  found  and  decided  by 
the  patent  officers,  because  the  name  "Safeway"  desig- 
nates appellant  in  the  minds  of  the  public,  and  be- 
cause appellee's  paper  toilet  seat  covers  and  business 
are  similar  to  the  toilet  tissue,  sanitary  napkins,  paper 
towels,  facial  tissue,  paper  cups  and  paper  napkins 
dealt  in  by  appellant.  All  are  small,  disposable  paper 
products  used  as  aids  to  personal  hygiene  and  sani- 
tation distributed  in  part  in  retail  stores  and  in  part 
through  pulDlic  lavatory  facilities.  Under  these  cir- 
cumstances, and  absent  clear  and  convincing  e\idence 
to  the  contrary,  of  which  there  was  none,  the  district 
judge  was  l)ound  l)y  the  decisions  of  the  Patent  Office, 
an  expert  administrative  tribimal. 

Independently  of  the  Patent  Office  decisions,  the 
district  judge  erred  hi  determining  that  there  was  no 
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likelihood   of  confusion   l)ctween  appellee's  business 
and   product   and  a]jpcllant-s  business  and   product. 

Public  confusion  beinu:  likely,  trade  mark  registra- 
tion should  be  denied,  and  appellee  should  l)e  enjoined 
from  using  the  name  "Safe  Way." 


ARGUMENT. 

THE  EVIDENCE. 
Appellants  business. 

Since  192()  appellant  has  been  engaged  in  the  manu- 
facture and  distribution  of  foods  and  household  su])- 
plies  under  the  name  "Safeway"  (Tr,  42,  79).  A])- 
pellant  handles  in  its  stores — in  addition  to  a  com])lete 
line  of  foods  and  groceries — large  (juantities  of  jjaper 
products  including  paper  toilet  tissue,  sanitary  nap- 
kins, facial  tissue,  ])aper  cu])s,  pay)er  towels  and  ])aper 
napkins,  and  also  a  variety  of  other  i)roducts  as 
divei*se  as  razor  blades  and  oyster  pails  (Tr,  42,  81).' 

Its  business  is  wide  and  comprehensive  in  functions 
performed  and  areas  served,  as  well  as  in  kinds  of 
goods  and  household  products  handled.  Thus  it  mami- 
factures,  distributes  and  retails  food  and  household 


3"  The  retail  stores  handle  the  usual  grocen-  items,  such  as 
canned  goods,  coflfee  and  tea.  tobacco  and  tobacco  products,  and 
candy,  dried  foods,  dairy  products,  eggs,  beverages,  produce,  meat, 
l)oultry,  a.s  well  as  a  number  of  household  items  which  are  gen- 
erally as  follows: 

"Light  globes,  matches,  parafBne  wax,  brooms,  clothespins,  floor 
waxes,  furnilure  poli.shes,  gla.ss  cUaner.s,  iiusecticides,  metal  ])o]- 
ishes,  shoe  polishes,  toothpicks,  bru.shes,  mops,  oy.ster  pails,  paper 
ti-ays.  razor  blades,  .shopping  bags,  and  paju-r  i)roducts,  .such  a.s 
drinking  cups,  paper  bags,  paper  napkins,  j)aper  towels,  facial 
tissue,  toilet  tissue,  wax  paper  and  sanitary  napkins."   (Tr.  81.) 
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products  in  approximately  2300  stores  in  19  western 
states  and  4  eastern  states  and  the  District  of  Colum- 
bia (Tr.  42,  128)/  In  1946  appellant's  sales  of  toilet 
tissue  aggregated  $389,000  in  southern  California 
alone  (Tr.  132). 

Appellant's  name  and  reputation. 

The  name  ''Safeway"  alone  and  without  the  words 
** Stores  '  and  "Incorporated"  is  prominently  dis- 
played by  appellant  in  signs  on  its  stores,  in  news- 
paper, magazine,  outdoor  ])illboard  and  car  card  ad- 
vertisements, price  tags,  gummed  tape,  cash  register 
receipts,  invoices,  paper  l)ags,  display  cards  and  other 
forms  of  advertising  (Tr.  82-85,  236-237,  239-242).  A 
typical  example  of  appellant's  store  signs  is  shown  in 
the  reproduction  of  Patent  Office  Exhibit  6^  on  the 
following  page. 

The  name  "Safeway"  alone  has  also  been  extensively 
advertised  by  appellant  in  radio  broadcasts  (Tr.  85- 
91,  239).  Appellant  expends  approximately  $4,000,000 
per  year  advertising  the  name  (Tr.  133-134,  238-239). 


■*The  manufacturing  and  distribution  businesses  include  the 
slaughtering  of  meat  and  packing  of  meat  products,  the  process- 
ing or  packing  of  shell  eggs  and  frozen  egg  products,  the  process- 
ing of  fresh  fish  to  frozen  form,  the  packing  of  canned  meal,  the 
processing  and  packing  of  poultry,  roasting  and  packing  of  coffee, 
and  the  packing  of  tea,  the  packing  of  produce,  the  manufacture 
of  bakery  products,  the  manufacture  of  crackers,  gelatin  desserts 
powders,  the  processing  of  butter,  the  processing  and  bottling  of 
fluid  milk,  cream,  cheese  and  other  dairy  products;  the  manufac- 
ture and  bottling  of  soft  drinks;  the  canning  of  fruits  and  vege- 
tables, the  manufacture  of  salad  dressings,  peanut  butter,  and  food 
flavorings,  synips,  and  manufacture  of  candy  bars  (Tr.  82-83). 

''Appellee  introduced  the  patent  office  record  in  evidence  (Dis- 
trict Court  Exhibits  1,  2,  3  and  4).  In  view  of  the  voluminous 
character  thereof,  this  Court  ordei-ed  that  only  portions  thereof 
be  printed,  but  that  the  entire  record  would  be  considered  on  the 
appeal. 
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.v]»|^)LMiaiii  s  saiL's  ]ii  lis  ii'iaii  sioj-es  under  the  name 
"Safeway"  aggregate  in  excess  of  one-half  billion 
dollars  per  year  (Tr.  128,  132)  and  in  the  communities 
served  by  it,  its  stores  regularly  serve  approximately 
sixty  (60)  per  cent  of  the  public  (Tr.  137). 

In  addition  to  its  use  of  "Safeway"  as  a  trade 
name,  appellant  sells  certain  of  its  more  important 
products,  notably  vegetables  and  many  of  its  meats, 
under  the  mark  or  name  "Safeway"  (Tr.  247-250, 
Pat.  Oft'.  Rec.  Selby  dep.  Exs.  11-41).  These  exhibits 
show  that  appellant  advertises  its  meats  and  vege- 
tables as  "Safeway  Meats  and  Vegetables."  It  does 
not  use  the  name  "Safeway"  as  a  brand  name  or 
mark  on  its  paper  products,  Ijut  they  are,  of  course, 
sold  under  the  name  "Safeway"  in  the  "Safeway" 
stores. 
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By  reason  of  appellant's  extensive  business  and  its 
use  and  advertising  of  the  name  "Safeway,"  that 
name  has  come  to  mean  appellant  in  the  public  mind; 
that  is,  the  name  "Safeway"  means  to  the  public 
''Safeway  Stores,  Incorporated"  a  large  manufactur- 
ing, distributing  and  retailing  enterprise  dealing  in 
groceries  and  household  products,  including  toilet  tis- 
sue and  a  wide  variety  of  other  paper  products  (Tr. 
42,  91,  104).**  For  example,  in  Los  Angeles  County 
alone,  where  appellant  operates  about  200  stores,  to 
90%  of  the  population,  or  3,300,000  people,  the  name 
"Safeway"  means  appellant  even  when  not  used  in 
relation  to  the  grocery  business  (Tr.  109). 

Appellee's  business  and  use  of  the  name  "Safeway". 

In  1933,  long  after  appellant's  widespread  use  of 
the  name  "Safeway,"  appellee  Dimnell  commenced 
manufacturing  paper  toilet  seat  covers  in  Los  An- 
geles (Tr.  74,  152).  He  sells  them  principally  to 
building  maintenance  concerns  for  distribution,  in 
California  and  other  Western  States,  to  the  general 
public  in  public  toilets  (Tr.  340-342).  He  uses  the 
name  "Safe  Way"  on  toilet  seat  cover  dispensing 
cabinets  (Ex.  V)  and  on  cartons  and  advertising 
materials  (Exs.  O,  P,  Q,  R,  S)  but  not  on  the  covers 
themselves  (Tr.  156),  These  dispensing  cabinets  are 
installed  in  toilet  stalls  and  on  them  the  name  "Safe 
Way"  appears  alone,  together  Avith  a  pictorial  repre- 
sentation of  a  seat  cover,  and  without  any  name  or 
writing  to  indicate  the  source  (Tr.  156,  Ex.  V).  In 
some   of   appellee   Dunnell's   advertising   the   words 


•^The  statement.  "I  am  with  Safeway"  means  to  the  public  "I 
am  employed  by  Safeway  Stores,  Incorporated"  (Tr.  91). 
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Obviously,  toilet  seat  covers  are  suitable  for  store 
sale,  not  only  to  tourists  and  travelers,  but  to  boarding 
houses,  guest  houses,  farms  and  other  establishments 
where  the  toilet  facilities  are  used  by  })ersons  not 
members  of  the  same  family.  These  users  and  pur- 
chasers of  seat  covers  are  members  of  the  general 
public  who  also  patronize  ajjpellant  and  regularly 
purchase  its  goods,  including  toilet  tissue,  paper  tow- 
els, sanitaiy  napkins,  jjaper  napkins,  razor  blades  and 
the  many  other  products  handled  by  it.  Such  persons 
know  appellant  as  "Safeway,"  they  know  tliat  stores 
like  api)ellant  sell  ])aper  products  including  paper 
toilet  seat  covers. 

In  fact,  a]i])ellant  has  not  yet  added  toilet  seat 
covers  to  the  products  handled  by  it.  However,  it  is 
appellant's  ])olicy  constantly  to  add  new  items  to 
those  theretofore  handled  as  justified  by  demand  (Tr. 
251-252).  The  toilet  seat  cover  business  is  now  in  its 
infancy  and  the  use  and  acceptance  of  the  product 
will  undoubtedly  grow  tremendously  (Tr.  159).  The 
toilet  seat  cover  industry  is  today  in  the  position  that 
the  paper  towel  industry  was  a  generation  ago  when, 
as  the  Court  judicially  knows,  cloth  towels  or  no 
towels,  were  the  rule  in  rest  rooms. 

Appellee's  bad  faith. 

Finally,  the  evidence  shows  that  appellee  is  seeking 
to  take  advantage  of  the  reputation  that  appellant  has 
developed  by  its  business  practices.  Thus,  although 
appellee  denied  knowledge  of  the  existence  of  appel- 
lant in  1933  when  appellee  first  used  the  name  in  Los 
Angeles  (Tr.  141),  on  the  presentation  of  cAidence  of 
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the  existence  in  1933  of  320  stores  located  at  prominent 
points  in  the  business  and  residential  areas  of  Los 
Angeles,  all  designated  as  Safeway  Stores  (Tr.  139- 
142),  his  counsel  admitted  that  in  1933  he  knew  of 
appellant  (Tr.  140).  Obviously,  appellee  did  know 
and  adopted  the  name  knowing  of  its  value  and  repute. 

Also  relevant  is  the  circumstance  that  although  in 
this  proceeding  appellee  has  maintained  that  Ms  prod- 
ucts, paper  toilet  seat  covers,  are  not  suitable  for 
over-the-counter  sale  in  stores,  even  to  the  point  of 
denying  that  he  ever  attempted  to  sell  them  for  such 
purpose  (Tr.  343,  369-370),  the  record  shows  conclu- 
sively that  he  advertised  for  sale  over  the  counter 
(Exs.  O,  P,  Q,  R,  S),  and  that  paper  toilet  seat  covers 
are  so  sold  is  conclusively  established  by  the  uncontra- 
dicted testimony  of  Mr.  Crebbs,  a  competing  manu- 
facturer (Tr.  158-159). 


THE  LAW. 

1.  THE  DISTRICT  JUDGE  ERRED  IN  DISREGARDING  THE 
PATENT  OFFICE  FINDINGS  AND  IN  OVERRULING  THE 
PATENT  OFFICE  DECISIONS. 

a.  Effect  to  be  given  to  findings  and  decisions  in  the  Patent 
Office. 

Both  the  Examiner  of  Interferences  of  the  Patent 
Office  and,  on  appeal,  the  First  Assistant  Commis- 
sioner of  the  Patent  Office  found  and  decided  that 
confusion  of  persons  and  reputations  is  reasonably 
likely  to  result  from  appellee's  registration  and  use  of 
the  name  "Safe  Way,"  because  (1)  the  name  "Safe 
Way"  designates  appellant  in  the  minds  of  the  public. 
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and  (2)  the  goods  dealt  in  by  appellant  (including 
paper  toilet  tissue,  i)aper  sanitary  napkins,  paper  fa- 
cial tissue,  pai)er  cups,  paper  towels  and  paper  nap- 
kins) and  appellee  (paper  toilet  seat  covers)  are  of  a 
similar  nature  and  of  the  same  descriptive  properties. 

Clearly,  as  recounted  above  in  the  Statements  of  the 
Case  and  of  the  Evidence,  and  as  oni])hasized  below 
(point  1.  !).)>  there  was  substantial  evidence  before 
the  District  Court  to  support  the  Patent  Office  deter- 
minations of  likelihood  of  ])ublic  confusion.  This  evi- 
dence is,  in  the  main,  undis])uted.  Nor  is  there  dis- 
pute that  the  ap])licable  legal  test  is  likelihood  of 
public  confusion. 

Under  these  circumstances  it  is  established  that  the 
decision  in  the  Patent  Office  must  be  accepted  as 
controlling.  The  rule  is  that  that  decision  on  a  ques- 
tion such  as  that  here  presented — whether  confusion 
of  the  public  is  reasonably  likely — is  final  unless  the 
contrary  is  established  by  evidence  which  in  character 
and  amomit  carries  thorough  conviction.  If  there  is 
substantial  evidence  to  support  the  Patent  Office  deci- 
sions they  must  be  affirmed.  American  Steel  Foun- 
dries V.  Robertson,  262  U.  S.  209,  67  L.  Ed.  953,  46 
S.  Ct.  541  (1923) ;  Morgan  v.  Daniels,  153  U.  S.  120, 
14  S.  Ct.  772,  38  L.  Ed.  657  (1894) ;  Century  Distilling 
Co.  V.  Continental  Distilling  Co.,  106  F.  (2d)  486,  489, 
C.  C.  A.  3  (1939)  ;  Yale  Electric  Corporation  v.  Rob- 
ertson, 26  F.  (2d)  972,  973,  C.  €.  A.  2  (1928) ;  Lough- 
ran  V.  Quaker  City  Chocolate  arid  Confectionery  Co., 
296  F.  822,  C.  €.  A.  3  (1924)  ;  Solventol  Chemical 
Products  V.  Langfield,  41  F.  Supp.  877  E.  D.  Mich. 
(1941). 
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This  rule  as  to  the  effect  to  be  given  to  the  decision 
of  the  Patent  Of&ce  was  involved  in  the  leading  case 
of  Morgan  v.  Daniels,  supra.   There,  as  here,  the  Su- 
preme Court  was  faced  with  conflicting  determinations 
by  the  Patent   Office   and  by  the  lower   Court.    It 
accepted    the    Patent    Office    decision,    holding    that 
since  the  question  was  doul^tful,  i.e.,  one  on  which 
reasonable  men  could  disagree,  the  decision  of  the 
Patent  Office  must  control.   The  Court  stated  in  part: 
**.  .  .  An  examination  of  the  opinions  filed  by 
these  different  officers  indicates  that  by  each  of 
them  the  matter  was  carefully  considered.    Evi- 
dently, therefore,  the  question  as  to  which  was 
the  prior  inventor  is  not  free  from  doubt.   What, 
then,  is  the  rule  which  should  control  the  court  in 

the  determination  of  this  case  ? 
******* 

"Upon  principle  and  authority,  therefore,  it 
must  be  laid  down  as  a  rule  that,  where  the  ques- 
tion decided  in  the  patent  office  is  one  between  con- 
testing parties  as  to  priority  of  invention,  the  deci- 
sion there  made  must  be  accepted  as  controlHng 
upon  that  question  of  fact  in  any  subsequent  suit 
between  the  same  parties,  unless  the  contrary  is 
established  by  testimony  which  in  character  and 
amount  carries  thorough  conviction.  Tested  by 
that  rule,  the  solution  of  this  controversy  is  not 
difficult.  Indeed,  the  variety  of  opinion  expressed 
by  the  different  officers  who  have  examined  this 
testimony  is  persuasive  that  the  question  of  pri- 
ority is  doubtful,  and,  if  doubtful,  the  decision  of 
the  patent  office  must  control."  (14  S.  Ct.  at  773 
and  774.) 


20 

This  rule  has  iTeqiiently  been  applied  where  the 
question  was  as  to  likelihood  of  confusion.  So,  in  our 
case,  even  if  there  is  doubt  as  to  likelihood  of  confu- 
sion of  members  of  the  pul^lic  regarding?  the  source  of 
appellee's  paper  toilet  seat  covers  and  ai)i)ollant's 
toilet  tissue,  paper  towels  and  other  paper  products, 
the  resolution  of  that  doubt  by  the  Patent  Office  must 
govern. 

American  Steel  Foundries  v.  Robertson,  supra,  is 
directly  in  point.  There,  as  here,  the  question,  as 
stated  by  the  Sui)renie  Court,  was  whether  registra- 
tion as  a  trademark  of  the  word  "Simplex"  which 
constituted  the  name  of  another  corporation  would 
be  "calculated  to  deceive  or  confuse  the  public  to  the 
injury  of  the  corjioration  to  which  the  name  belongs" 
(46  S.  Ct.  at  162).  There,  too,  in  the  course  of  the 
litigation,  the  Commissioner  and  the  lower  Court  had 
disagreed,  and  the  Supreme  Court  stated: 

"Primarily  the  power  and  duty  rests  with  the 
Commissioner  of  Patents  to  determine  the  ques- 
tion in  each  case,  in  the  exercise  of  an  instructed 
judgment  upon  a  consideration  of  all  the  perti- 
nent facts. 
******* 

''.  .  .  we  agree  with  the  Commissioner,  and  not 
with  the  court."  (46  S.  Ct.  at  163). 

Again,  in  the  famous  case  of  Yale  Electric  Corpora- 
tion V.  Robertson,  supra,  also  involving  the  question 
of  likelihood  of  confusion,  Mr.  Justice  Learned  Hand 
stated  the  rule  as  follows  at  page  973 : 

"As  the  case  came  up,  he  [the  District  Judge] 
was,  and  we  are,  required  to  accept  the  findings 
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of  the  Patent  Office  on  such  an  issue  of  fact, 
unless  the  evidence  to  the  contrary  is  altogether 
con^T.ncing,  Morgan  v.  Daniels,  153  U.  S.  120,  125, 
14  S.  Ct.  772  (38  L.  Ed.  657),  for  the  new  evi- 
dence was  not  of  a  kind  to  change  the  result." 

In  Kislyn  Corporation  v.  Eastman  Kodak  Co.,  43  F. 
Supp.  552  (1942),  the  Court  states  at  p.  553: 

"The  decision  of  the  Patent  Office  is  presiunp- 
tively  correct,  and  the  presumption  may  be  over- 
come only  by  clear  and  con\'incing  proof  of  pal- 
pable error.  [Cases  cited]  A  careful  examina- 
tion of  the  record  fails  to  reveal  such  error;  in 
fact,  it  is  the  opinion  of  the  Court  that  the  deci- 
sion of  the  Patent  Office  was  amply  supported  by 
the  evidence. ' ' 

All  the  reasons  advanced  generally  in  favor  of  the 
doctrine  of  administrative  finality  apply  to  the  deci- 
sions of  the  Patent  Commissioner  in  a  trademark  reg- 
istration proceeding  such  as  this.  "...  the  Examiner 
of  Trademark  Interferences  and  .  .  .  the  Commis- 
sioner of  Patents  (are)  experts  in  the  field  of  trade- 
mark practice  .  .  ."  Empire  Crafts  Corporation 
V.  National  Silver  Co.,  55  F.  Supp.  1020  (1945). 
The  language  of  the  Supreme  Court  in  Dohson  v. 
Commissioner,  320  U.  S.  489,  498-499,  64  S.  Ct.  239, 
245,  88  L.  Ed.  248,  254  (1943),  relative  to  the  Tax 
Couii;  may  be  aptly  paraphrased  here:  The  Patent 
Office  is  independent  and  its  neutrality  is  not  clouded 
by  prosecuting  duties.  Its  procedures  assure  fair 
hearings.  Its  deliberations  are  evidenced  by  careful 
opinions  (see  appendix).  x\ll  guides  to  judgment 
available  to  judges  are  habitually  consulted  and  re- 
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spected.  It  has  established  a  tradition  of  freedom 
from  bias  and  ])ressiires.  It  deals  with  a  subject  that 
is  highly  specialized  and  complex.  Jt  is  relatively 
better  staffed  for  its  task  than  is  the  judiciary.  Its 
members  not  infre(|uently  brin^-  to  their  task  long 
legislative  or  administrative  exj)erience  in  their  sub- 
ject. The  volume  of  mattei-s  tiowing  through  the 
l^atent  Oflfice  keej)s  its  staff  abreast  of  dianges,  in- 
formed as  to  the  backiiround  of  <(mtroversies,  and 
aware  of  the  impact  of  their  decisions  on  both  ])ublic 
and  litigants.  Individual  cases  are  dis])osed  of  wholly 
on  records  ])ublicly  made,  in  adversary  i)roceedings. 

The  doctrine  of  administrative  finality  is  one  of 
especial  vitality  today  and  is  held  a])plicable  to  judi- 
cial review  of  a  constantly  increasing  category  of 
administrative  determinations.  It  should  not  be  dis- 
carded here.  CardiUo  v.  Lihcrtji  Mutual  Ins.  Co.,  330 
U.  S.  469,  67  S.  Ct.  801,  80()-807,  91  L.  Ed.  743,  748- 
749  (1947);  Rochester  Telephone  Cor}),  v.  V.  S.,  307 
U.  S.  125,  139,  83  L.  Ed.  1147,  1157-8,  59  S.  Ct.  754 
(1939) ;  Reconstruction  Finance  Corp.  v.  Bankers 
Trust  Co.,  318  U.  S.  163,  63  S.  Ct.  515,  518,  87  L.  Ed. 
680  (1943);  Dobson  v.  Commissioner,  320  U.  S.  489, 
498,  64  S.  Ct.  239,  88  L.  Ed.  248  (1943);  Swayne  & 
Hoijt  V.  United  States,  300  U.  S.  297,  304,  57  S.  Ct 
478,  481,  81  L.  Ed.  659  (1937) ;  Mississippi  Voile jf  Barr/e 
Line  Co.  V.  United  States,  292  U.  S.  282,  286,  54  S.  Ct. 
692,  693,  694,  78  L.  Ed.  1260  (1934) ;  Gray  v.  Powell, 
314  U.  S.  402,  412,  62  S.  Ct.  326,  332,  86  L.  Ed.  301 
(1941);  Helverinfi  v.  Clifford,  309  U.  S.  3:31,  336,  60 
S.  Ct.  554,  557,  84  L.  Ed.  788  (1940)  ;  United  States  v. 
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Louisville  cO  N.  B.  Co.,  235  U.  S.  314,  320,  35  S.  Ct. 
113-114,  59  L.  Ed.  245  (1914) ;  Wilmington  Trust  Co. 
V.  Helvering,  316  U.  S.  164,  168,  62  S.  Ct.  984,  986,  86 
L.  Ed.  1352  (1942). 

Thus  the  question  is  not  whether  there  is  support  in 
the  e^ddence  for  Jud^e  Goodman's  decision.  Rather  it 
is  whether  the  evidence  shows  clearly  and  convincingly 
that  the  Patent  Office  decisions  were  wrong  or,  other- 
wise stated,  whether  there  is  substantial  evidence  to 
support  the  Patent  Office  decisions. 

b.    There  was  substantial  evidence  before  the  district  judge  to 
support  the  Patent  Office  decisions. 

That  the  evidence  before  the  District  Judge  sup- 
ported (if,  indeed,  it  did  not  compel)  a  finding  like 
that  in  the  Patent  Office  that  confusion  of  the  public 
is  likely,  aj^pears  from  each  of  the  following  undeni- 
able and  uncontroverted  circumstances: 

(1)  Secondai-y  meaning  of  name  "Safeway". 

The  name  *' Safeway"  designates  appellant  and  its 
business  in  the  minds  of  the  public ;  the  District  Judge 
joined  the  Patent  Office  in  so  finding  (Tr.  36,  42). 

(2)  Similarity  of  product. 

Appellee's  paper  toilet  seat  covers  are  similar  to 
appellant's  products  in  each  of  the  following  particu- 
lars: 

(a)  Like  toilet  tissue,  paper  towels,  paper 
cups,  sanitary  napkins  and  facial  tissue;  paper 
toilet  seat  covers  constitute  a  small  disposable 
paper  product  used  as  an  aid  to  personal  hygiene 
and  sanitation  (See  samples  included  in  Ex.  V). 
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(b)  Like  toilet  tissue,  paper  towels  and  papei- 
cups;  pai)er  toilet  seat  covers  are  commonly  sup- 
plied to  the  public  giatis  in  public  lavatories  as  a 
sanitary  service;  and  the  District  Judi^e  found 
that  they  were  so  su])plied  (Tr.  43). 

(c)  Like  toilet  tissue,  paper  towels,  paper 
cups,  sanitary  nai)kins  and  facial  tissue;  paper 
toilet  seat  covers  are  dispensed  from  a  container 
or  cabinet  to  the  ,i;ener,il  public;  and  the  Dis- 
trict Judj^e  found  that  they  were  so  dispensed 
(Tr.  42). 

(d)  Like  toilet  tissue,  paper  towels,  paper 
cups,  sanitary  napkins  and  facial  tissue  (albeit  on 
a  lesser  scale) ;  paper  toilet  seat  covers  are  sold 
in  stores  to  the  general  public  (Tr.  158-159).* 

(e)  Toilet  tissue  and  paper  towels  are  fre- 
quently used  by  the  public  as  substitutes  for  toilet 
seat  covers.  Thus  api)cllee  states  in  his  advertis- 
ing literature  as  one  of  the  "Practical  Reasons" 
for  installation  of  toilet  seat  covers  in  public  lava- 
tories: "Save  toilet  tissue  and  towels,  *  *  *." 
(Ex.  O). 

(3)  Similarity  of  bosiness. 

Both  appellant  and  a])pellee  are  engaged  in  the 
manufacture  as  well  as  the  distribution  of  merchan- 
dise to  the  general  public,  appellant  thi-ough  self- 
service  stores  and  ap])ellee  through  self-service  dis- 
pensing cabinets. 


**Althoufj;h  the  Distiict  -Judfrc  did  not  so  find  it  is  clearly  sliown 
by  the  uncontradicted  evidence  (Tr..  158-159). 
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Thus  there  are  striking  points  of  similarity  in  prod- 
uct and  business.  These,  together  with  the  general 
public  imderstanding  that  ''Safeway"  designates  ap- 
pellant, require,  under  the  rule  of  Morgan  v.  Daniels, 
supra,  153  U.  S.  120,  14  S.  Ct.  772,  38  L.  Ed.  657 
(1894),  the  sustaining  of  the  Patent  Office  determina- 
tions that  confusion  of  source  is  likely  and  the  denial 
of  registration.  At  most  "the  question  is  doubtful  .  .  . 
and  the  decision  of  the  Patent  Office  must  control"  id. 
14  S.  Ct.  at  774. 

c.  The  circumstances  emphasized  by  the  district  judge  do  not 
dispel  the  facts  supporting  the  Patent  Office  finding  of  likeli- 
hood of  confusion. 

(1)  Dissimilarity  in  method  of  distribution. 

In  finding  that  there  is  "not  the  slightest  relation- 
ship" of  product  or  business  (Tr.  37-38)  and  no 
possibility  of  confusion,  the  District  Judge  argued, 
first,  that  the  public  obtains  the  "Safe  Way"  paper 
product  of  appellee  Bunnell  as  part  of  a  gratuitous 
sanitary  service  in  public  lavatories,  whereas,  it  buys 
appellant's  paper  products  in  the  latter 's  retail  stores. 
There  is  nothing  in  this  dissimilarity  in  method  of 
distribution  to  dispel  the  likelihood  of  confusion. 
Members  of  the  public,  particularly  in  these  days  of 
horizontal  and  vertical  business  integration,  might 
well  think  that  the  "Safe  Way"  seat  covers  had 
been  acquired  by  the  public  lavatory  from  appel- 
lant."  More  likely,  knowing  appellant  as  "Safeway," 


-•In  the  Stork  lease  CCA.  Q  (1948)  2/18/48,  165  P.   (2d)   , 

this  Court  held  that  "mere  geographical  distance  does  not  obviate 
the  danger  of  confusion".  By  parity  of  reasoning,  mere  difference 
in  commercial  function  performed  does  not  obviate  the  danger  of 
confusion. 


26 


a  member  of  the  piil)lie,  without  (jueiy,  would  simply 
associate  the  "Safe  Way"  product  with  appellant. 
"The  law  is  not  made  for  tlie  protection  of  experts, 
but  for  the  public — that  vast  multitude  which  includes 
the  ignorant,  the  unthinkinfr,  and  the  credulous,  who 
...  do  not  stoj)  to  anahzc  but  are  governed  l)y  appear- 
ances and  general  impressions."  Florence  Mfg.  Co.  v. 
J.  ('.  Dowd  d-  Co.,  C.  v.  A.  2  (1910),  178  F.  73,  75;  see, 
also,  Stork  RcsfaKrant,  Tuc.  v.  N.  Snhnfi,  et  al.,  C.  C. 
A.  9,  Feb.  18,  1948,  lt)5  F.  (2d)  Plainly,  this  dis- 
similarity in  method  of  distribution  emj)hasized  by  the 
District  .Judge  does  not  disixl  the  likelihood  of  public 
confusion* 

(2)  Descriptiveness  of  use  of  name. 

Secondly,  the  District  Judge  emphasized,  as  nega- 
tiving likelihood  of  confusion,  that  "the  mark  of 
plaintiff  [ap})ellee]  .  .  .  refers  to  a  method  of  use  and 
is  not  a  name  descriptive  of  the  ai-ticle  itself"  (Tr. 
37).  Whether  "Safe  Way"  as  a})plied  to  ai)pellee's 
})roducts,  refers  to  a  method  of  use  or  whether  it  is 
descriptive  of  the  article,  seems  wholly  immaterial. 
The  material  fact  is  that  ajjpellee  seeks,  by  registra- 
tion of  the  name  "Safe  Way"  to  acquire  the  right 
luider  the  Federal  Trademark  Act  to  use  it  as  a  trade- 
mark, i.e.,  "to  identify  his  goods  and  distinguish  them 
from  those  manufact\ircd  or  sold  by  others."  15  U. 
S.  C.  §  1127.  "According  to  historical  development, 
economic  trends  and  habits  of  consumers,  the  trade 
mark  functions  as  an  indication  of  oAvnership,  as  a 
guarantee  and  as  an  advei"tisement."  2  Callman,  Un- 
fair Competition  and  Trade  Mark,s,  p.  804.    Appellee 
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is  seeking  by  this  litigation  an  adjudication  that  he  is 
entitled  to  use  the  name  as  a  trademark  for  his  prod- 
uct. The  use  of  the  term  "Safe  Way"  as  such  a 
trade  mark  will  ineA^tably  have  the  effect  of  giving 
his  product  the  name  ''Safe  Way."  There  is  no  issue 
on  the  question  as  to  appellee's  right  to  use  the  words 
"Safe"  and  "Way"  to  describe  his  product  or  its 
method  of  use.  Appellant  does  not  seek  to  arrogate 
these  words  to  itself.  It  simply  seeks  to  prevent  the 
use  of  them  by  another  in  such  manner  as  to  cause 
public  confusion.  The  Federal  Trademark  Act  ex- 
pressly provides  that  in  such  a  situation  registration 
will  not  be  permitted. 

d.    The  evidence  in  the  District  Court  was  not  substantially 
different  from  that  in  the  Patent  Office. 

Relevant  is  the  circumstance  that  appellee  Dimnell 
introduced  in  the  District  Court  (in  addition  to  the 
Patent  Office  Record  which  he  introduced  in  its  en- 
tirety (Exs.  1,  2,  3,  4))  no  evidence  tending  to  defeat 
the  foregoing.  His  evidence,  which  covers  but  ten  pages 
of  the  record  (Tr.  66-74)  is  to  the  effect  simply  that 
respondent  has  no  Imowledge  of  confusion  or  mistake 
(Tr.  66)  ;  that  he  sells  only  to  customers  of  the  charac- 
ter of  building  maintenance  supply  companies  (Tr. 
67) ;  that  he  has  a  good  reputation  (Tr.  67-69) ;  that 
appellant  does  not  sell  seat  covers  (Tr.  70)  ;  that  ap- 
pellant had  never  complained  to  appellee  (Tr.  70) ; 
that  appellant  had  notice  of  appellee's  use  (Tr.  70- 
72)  ;'"  that  appellee  is  dissatisfied  with  the  Patent  Of- 
fice decisions,  has  not  appealed  to  the  Court  of  Cus- 


loThe  Court  did  not  so  find. 
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toms  and  Patent  Api)eals  and  elected  to  proceed  in  the 
District  Coui*t  (Tr.  72) ;  that  he  will  suffer  damage 
if  he  cannot  register  the  mark  (Tr.  73) ;  that  he  has 
invested  $20,000  in  his  business  (Tr.  73,  74)  and  that 
he  manufactures  his  covers  (Tr.  74).  Ap})ellant  pro- 
duced additional  evidence  (Tr.  78-184)  tending  in  the 
main  to  show  the  character  of  the  businesses  of  appel- 
lant and  appellee  and  the  meaning  to  the  public  of 
the  name  "Safeway"  as  appellant. 

It  is  ap])arent  that  the  evidence  contains  no  basis 
for  a  reversal  of  the  Patent  Office  finding  of  a  likeli- 
hood of  confusion.  Certainly  there  was  no  "palpable 
error"  in  the  Patent  Office  decisions  and  the  District 
Coui-t  should  have  followed  them. 


2.  THE  DISTRICT  JUDGE  ERRED,  INDEPENDENTLY  OF  HIS 
FAILURE  TO  FOLLOW  THE  PATENT  OFFICE  DECISIONS, 
IN  DECREEING  REGISTRATION  OF  THE  NAME  "SAFE 
WAY"  AS  A  TRADE  MARK  FOR  APPELLEE'S  TOILET  SEAT 
COVERS. 

Apart  from  the  Patent  Office  decisions  and  the 
weight  to  ])e  accorded  them,  the  record  shows  conclu- 
siveh'-  that  appellant's  use  of  the  name  ''Safe  Way"  is 
calculated  to  confuse  the  public.  There  is  no  dispute 
relative  to  the  facts  developed  above  showing  likeli- 
hood of  confusion.  These  points  were  dotevniined  not 
only  in  the  Patent  Office  but  also  by  the  District 
Judge.  He  found  that  "Safeway"  means  appellant, 
Safeway  Stores,  Incorporated,  to  the  public  (Tr.  42) 
and  that  appellant  deals  in  paper  i)roduets,  including 
paper   toilet   tissue,   sanitary   napkins,    facial   tissue, 
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paper  cups,  paper  towels  and  paper  napkins  (id.)- 
These  findings  show  the  likelihood  of  confusion  if 
appellee  is  permitted  to  mark  his  closely  related  paper 
seat  covers  as  "Safe  Way."  They  will  now  be  con- 
sidered in  the  light  of  the  'Trademark  Act  and  the 
cases  decided  under  it. 

a.    There  is  likelihood  of  confusion  within  the  meaning  of  the 
Trademark  Act. 

The  so-called  name  clause  of  the  Federal  Trade- 
mark Act  provides,  in  part,  that  ''no  mark  which 
consists  merely  in  the  name  of  an  individual,  firm, 
corporation  or  association  not  written,  printed,  im- 
pressed, or  woven  in  some  particular  or  distinctive 
manner  .  .  .  shall  be  registered  .  .  ."  15  U.S.C.  §85). 
The  application  of  this  provision  to  a  case  such  as 
ours  in  which  only  a  portion — "Safe  Way" — of  the 
corporate  name — "Safeway  Stores,  Incorporated" — 
is  sought  to  be  registered  as  a  trademark  is  set  forth 
in  American  Steel  Foundries  v.  Robertson,  supra,  269 
U.  S.  372,  70  L.  Ed.  317,  46  S.  Ct.  160  (1926).  In 
that  case,  there  was  involved  the  right  to  register  as 
a  trademark  the  name  "Simplex"  which  was  part 
of  the  name  of  the  opposer  corporation.  The  Court 
stated  the  applicable  rule  as  follows:  "...  where 
less  than  the  whole  name  has  been  appropriated,  the 
right  of  registration  wi\\  turn  upon  whether  it  ap- 
pears that  such  partial  appropriation  is  of  such  char- 
acter and  extent  that,  under  the  facts  of  the  particular 
case,  it  is  calculatcHl  to  deceive  or  confuse  the  public 
to  the  injury  of  the  corporation  to  which  tlie  name 
belongs".    269  IJ.  S.  at  382. 
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This  rule  the  Court  recognized  was  simply  the 
application  of  "those  established  principles  in  respect 
of  the  appropriation  of  corporate  names"  that  liavo 
been  developed  by  equity  as  part  of  the  doctiine  of 
imfair  comi)etition.  162  U.  S.  380-382. 

The  rule  of  the  Simplex  case  has  been  a])plied 
many  times  since  to  preclude  registration  of  a  poi'tion 
of  a  corporation's  name  when  there  was  a  likelihood 
of  confusion  of  the  i)ublic.  Radio  Corporation  of 
America  v.  Rajfou  Corporation  of  America,  139  F. 
(2d)  833,  C.C.P.A.  1943;  Diiro  Pump  c(-  Mfg.  Co.  v. 
California  Cedar  Products  Co.,  11  F.  (2d)  205,  A])p. 
I).  C.  192():  FeJdman  r.  Amos  and  Andy,  68  F.  (2d) 
746,  C.C.P.A.  1934;  Yale  Electric  Corporation  v. 
Robertson,  26  F.  (2d)  972,  CCA.  2,  1928;  KroU 
Bros.  Co.  V.  RoUs-Roifce,  126  F.  (2d)  495,  C.C.P.A. 
1942;  Safeway  Stores,  Incorporated  v.  Safeway  Op- 
ticians, Inc.,  68  U.S.P.Q.  332,  l?at.  Comm.  1946; 
Beechnut  Cereal  Co.  v.  Beech-Nnt  Packing  Co.,  273 
F.  367,  App.  D.  C  1921;  Holly  Molding  Devices  v. 
Esquire,  Inc.,  148  F.  (2d)  :555,  CCP.A.  1945. 

Jn  Radio  Corporation  of  America  v.  Rayon  Corp. 
of  America,  139  F.  (2d)  833,  C.C.P.A.  1943,  supra, 
"R.  C  A.  Fabric"  was  denied  registration  as  a  trade- 
mark for  cloth  on  the  opposition  of  Radio  Corpora- 
tion of  America.  There  was  no  actual  competition 
and,  in  fact,  there  was  little,  if  any,  relationship  be- 
tween the  business  of  Radio  Corporation  of  America 
and  the  cloth  sought  to  be  trademarked  ])y  the  Rayon 
Corporation  of  America.  Yet  the  Court  pointed  out 
that  cloth  and  radio  were  both  used  in  the  home  and 
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emphasized  that  the  name  "R.  C.  A."  had  acquired  a 
general  meaning  as  designating  Radio  Corporation 
of  America,  and  so  the  dissimilarity  of  product  was 
not  controlling.  In  our  case,  too,  both  products  are 
used  in  the  lavatory,  and  appellant  is  generally  known 
as  ''Safeway"  to  the  public  (Tr.  36,  42). 

In  Vuro  Pump  <^  Mfg.  Co.  v.  California  Cedar 
Products  Co.,  11  F.  (2d)  205,  App.  D.  C.  1926,  ''Duro" 
as  a  trademark  for  wallboard,  was  denied  registra- 
tion on  the  opposition  of  the  Duro  Company,  manu- 
facturers of  water  ])umps  and  related  equipment.  The 
Court  said,  in  part: 

"In  the  present  case,  when  the  California 
Cedar  Products  Company  adopted  the  word 
'Duro'  as  its  trademark,  that  word  had  'become 
so  identified  A\dtli  the  particular  corporation' 
(the  Duro  Company)  that,  whenever  used,  it 
designated  to  the  mind  'that  particular  corpora- 
tion.' While  the  descriptive  properties  of  the 
products  of  the  two  companies  are  technically 
different,  both  are  used  in  residences,  and  under 
the  evidence,  we  are  constrained  to  the  view  that 
their  concurrent  use  w^ould  tend  to  confusion  of 
the  identity  of  the  Duro  Company." 

In  the  recent  case  of  Holli/  Molding  Devices  v. 
Esquire,  Inc.,  148  F.  (2d)  355,  C.C.P.A.  1945,  "Es- 
quire" as  a  trademark  for  ]iaml)urger  molding  ma- 
chines was  denied  registration  on  the  ojjposition  of 
Esquire,  Inc.,  the  pubisher  of  the  well  known  maga- 
zine. Patently,  there  was  not  the  slightest  similai'ity 
or  competition  ))etween  the  magazine  and  tlie  liam- 
burgcr  machine,  not  even  sold  to  the  general  public. 
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However,  the  name  *' Esquire",  like  "Safeway",  had 
become  so  identified  with  a  partieuhir  enterprise  in 
the  jjubhc  mind  that  confusion  could  result,  and  relief 
was  granted. 

Other  cases  are  to  the  same  effect:  Fcldmau  v. 
Amos  mul  Amhj,  Qd^  F.  (2d)  746,  C.C.P.A.  1934 
C'Amos  'N  Andy"  as  trademai-k  for  work  shirts 
denied  registration  on  ()|)position  of  radio  entei*tain- 
ment  firm  of  "Amos  and  Andy") ;  Yale  Electric  Cor- 
poration V.  Robert H0}\,  2f)  F.  (2d)  972,  (\C.A.  2,  1928 
("Yale"  as  trademark  lor  flashlights  and  batteries 
denied  registration  o?i  op|»osifion  of  Vale  &  Towne 
Manufacturing  Co.,  a  niainifactuivr  of  locks) ;  Kroll 
Bros.  Co.  V.  Rolls-Roifce,  12G  F.  (2d)  495,  C.C.P.A. 
1942  ("Kroll's  Koyce"  as  trademark  for  baby  bug- 
gies denied  registration  on  o])])osition  of  Rolls  Royce 
Company) ;  So  fried //  Stores,  I  tirorporatrd  v.  Safewaif 
Opticians,  Inc.,  G8  U.S.P.Q.  332,  Pat.  Comm.  194(i 
("Safeway"  as  trademark  for  eyeglasses  denied  reg- 
istration on  oj)i)osition  of  Safewaj""  Stores,  Incorpo- 
rated) ;  Beechnut  Cer<(il  Co.  v.  Beech-Nnt  Packing 
Co.,  273  F.  367,  App.  1).  C.  1921  ("Beechnut"  as 
trademark  for  cereal  denied  registration  on  oj)posi- 
tion  of  Beech-Nut  Packing  Co.). 

b.    The  Lanham  Act. 

The  i)rincii)le  of  these  cases  is  now  incor])orated  in 
the  Lanham  Act  (15  U.S.C.  §  1051  et  secj.),  which  be- 
came effective  in  July  1947,  after  tlu;  judgment  in  the 
District  Coui-t  and  prior  to  the  taking  of  this  appeal, 
it  prohibits  registration  as  a  ti'ademark  of  a  mark 
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'*  which  so  resembles  ...  a  mark  or  trade  name 
previously  used  in  the  United  States  by  another  and 
not  abandoned,  as  to  be  likely,  when  applied  to  the 
goods  of  the  applicant  to  cause  confusion  or  mistake 
or  to  deceive  the  purchasers  .  .  .".  15  U.S.C. 
§  1052(d).  Even  though  "Safeway"  is  not  appellant's 
"name"  within  the  literal  language  of  the  old  statute, 
it  is  plainly  appellant's  "trade  name"  within  the  ex- 
press language  of  the  Lanham  Act.  It  has  been  ob- 
served that  the  change  in  wording  of  the  statute 
broadens  the  substantive  limitations  on  registration 
where  confusion  may  result: 

"The  concept  of  confusion  has  been  freed  from 
the  limitations  of  the  Act  of  1905  and  is  much 
broader  under  the  new  Act.  Confusion  no  longer 
relates  solely  to  the  confusion  of  goods  or  busi- 
nesses, or  the  relations  between  goods  or  busi- 
nesses. We  may  now  refer  not  only  to  this  'rela- 
tive' confusion,  but  also  to  a  concept  of  absolute 
confusion,  one  that  arises  out  of  the  use  of  an 
established  mark  hy  another  in  connection  with 
a  business  entirely  alien  to  that  of  the  trademark 
owner.  Thus,  we  may  fuid  that  the  public  is 
confused  with  respect  to  the  nature  of  a  mark, 
when  its  use  provokes  doubt  as  to  whether  the 
mark  is  still  a  valid  mark,  whether  it  has  lost  its 
distinctiveness  as  such,  or  whether  it  has  begun 
the  journey  toward  becoming  generic.  And  it 
seems  obvious  that  one  who  starts  the  mark  on 
that  journey,  unless  he  is  the  owner  of  the  mark, 
should  be  restrained.  Confusion  will,  of  course, 
be  at  an  end  once  the  destructive  toices  have 
succeeded  in  transmuting  the  mark  into  a  truly 
generic  term.   But  confusion  will  doubtless  result 
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during  the  period  of  the  transition.  Tender  the 
new  Act,  the  owner  of  the  mark  will  l)e  in  a 
position  to  steriUze  sncli  a  development  in  its 
incipiency.  And  this  is  only  logical.  The  law 
presently  threatens  the  trade-mark  owner  ^^^th 
cancellation  of  his  registration  if  he  allows  the 
mark  to  lose  its  distinctiveness.  Conversely,  he 
should  he  armed  with  a  weai)on  hy  which  he  can 
prevent  that  debilitating  development."  2  Cnl]- 
mau,  Unfair  Compctiiiiw  mul  Trade  Marks,  1947 
Supp.  p.  50. 

Thus,  even  though  the  Judgment  of  the  District 
Court  may  ))e  said  to  have  been  proper  as  made  under 
the  somewhat  narrower  statute  in  effect  ])rior  to  the 
effective  date  of  the  Lanhara  Act,  the  broader  i)rin- 
ciples  of  the  Jianham  Act  should  be  ap])lied  to  this 
appeal.  Evvn  though — as  the  District  Judge  held — 
the  pubhc  may  not  be  confused  into  thinking  that 
Safe  Way  Toilet  Seat  Covers  are  sponsored  by  or 
identified  with  appellant,  Safeway  Stores,  Incorj)o- 
rated,  at  the  very  least  the  public  will  be  lead  to 
believe  )n'  the  contimiing  encroachment  on  the  name 
by  appellee  and  others  that  it  is  not  identified  with 
appellant,  Safeway  Stores,  Incorporated,  and  the 
p\iblic  ^vill  be  confused  even  in  a] )i)el hint's  owni  use 
of  the  name  as  to  whether  it  identifies  appellant. 

The  Lanham  Act  is  expressly  made  applicable  to 
api)cals  pending  on  its  effective  date  (Section  47(b) 
set  out  in  Note  to  15  U.S.C.A.  1051).  Plainly,  it  must 
be  held  ai)plicable  to  this  appeal  which  was  taken  after 
its  elfective  date. 


35 

c.  It  is  significant  that  appellee's  attempted  appropriation  is 
of  a  single  word  in  appellant's  name,  which  word  has,  itself, 
come  to  mean  appellant  to  the  public. 

In  the  Simplex  case,  sii])ra,7^the  Court  recognized 
that  regardless  of  dissimilarity  of  product,  protection 
would  be  afforded  under  the  name  clause  in  "in- 
stances where  a  single  word  in  the  corporate  name  has 
become  so  identified  with  the  particular  corporation 
that  whenevei-  used  it  designates  to  the  mind  of  the 
pubhc  that  particular  corporation."  269  U.  S.  at 
382-3.  As  noted  above,  this  factor  was  given  great 
emphasis  in  the  R.  C.  A.,  Duro  and  Esquire  cases. 
Safeway  Stores,  Incorporated  "has  come  to  he  widely 
known  merely  as  'Safeway';  in  fact,  it  has  almost 
invariably  used  that  word,  alone,  as  its  name.  And 
while  it  may  not  be  as  universally  recognized  as  is 
Radio  Corporation  of  America,  its  customers  consti- 
tute a  very  considerable  portion  of  the  American 
public."  (Opinion,  Assistant  Commissioner  of  Pat- 
ents.) "The  evidence  \vithout  dispute  shows  that  the 
general  public  identifies  these  store.s  under  the  name 
'Safeway'  "  (Findings,  Distiict  Judge,  Tr.  42). 

d.  It  is  significant  that  the  word  "Safeway"  is  the  only  dis- 
tinctive portion  of  appellant's  corporate  name,  the  remain- 
der, i.e.,  "Stores"  and  "Incorporated"  being  nondescript 
and  not  distinctive. 

The  cases  have  sensibly  recognized  that  this  factor, 

too,  is  important  as  showing  the  likelihood  of  pubhc 

confusion.    Jlolhj  Molding  Devices  v.  Esquire,  Trie., 

148  F.  (2d)  355,  C.C.P.A.  1945;  Beechvut  Cereal  Co. 

V.  Beech-Nat  Packing  Co.,  273  F.  367,   App.   D.   C. 

1921;  Ashestone  Co.  v.  Philip  Carey  Manufacturiwj 
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Co.,  41  App.  D.  C.  507;  The  Fi/r-Fytcr  Co.  v.  William 
L.  Barren  Co.,  475  O.  G.  688,  32  U.S.P.Q.  260;  White 
Caj)  V.  Allied  Stores  Corporation,  41  U.S.P.Q.  554; 
Ex  parte  The  Ameriean  Thermos  Bottle  Company,  4 
U.S.P.Q.  326. 

These  eases  reeounize  that  tliose  words  in  a  name 
wliieh  are  noiKleserij)!  sueh  as  "eompany",  "incor- 
porated", "limited",  "{)acking",  and  (we  siil)mit) 
"stores"  are  to  be  disregarded  in  determining  what 
is  the  corporate  name  witliin  the  meaning  of  the 
statute.  Thus,  '* J3eech-Nut"  is  tlie  name  (if  the  Beecli- 
Nut  Packing  Company  and  "P^scjuire"  was  held  to  be 
the  name  of  Esquire,  Jnc.  Similarly,  "Safeway"  is 
the  name  of  Safeway  Stores,  Incorporated. 

We  submit  that,  indej)endently  ol'  the  Patent  Office 
decisions  which  should  be  followed,  there  is  a  great 
likelihood  of  public  confusion  if  both  ap])ellant  and 
appellee  continue  to  use  the  name,  "Safeway",  and 
that  the  Patent  Office  should  not  be  recjuired  to  regis- 
ter it  as  a  trademark  for  appellee's  paper  toilet  seat 
covers.  This  conclusion  nnist  be  reached  under  the 
law  in  effect  when  the  case  was  decided  below,  and, 
even  more  certainly,  under  the  Lanham  Act. 


3.  THE  DISTRICT  JUDGE  ERRED  IN  DENYING  APPELLANT 
INJUNCTIVE  RELIEF  AGAINST  APPELLEE'S  USE  OF  THE 
NAME  "SAFE  WAY". 

a.    Application  of  law  of  unfair  competition. 

Appellant  is  entitled  on  its  counlerclaim  to  injunc- 
tive  relief   against    appellee's   continued   use   of   the 
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name  ''Safe  Way"  on  the  principles  of  the  law  of 
unfair  competition  closely  related  to  those  discussed 
above  under  the  Federal  Trademark  Act. 

(1)  The  test  is  likelihood  of  confusion. 

This  principle,  as  here  applica])le,  has  been  recently 
re-stated  by  this  Court  in  Stork  Restaurant,  Inc.  v. 

N.  Saliati,  et  al.,  CCA.  9  (2/18/48)  165  F.  2d : 

"We  reaeli  now  what  is  perhaps  the  controlling 
principle  in  the  instant  case — that  of  'confusion 
of  source',  with  its  corollary,  'dilution  of  good- 
will'." 

"In  a  situation  where  there  is  no  direct  com- 
petition between  the  parties,  confusion  of  source 
may  be  defined  as  a  misleading  of  the  public  by 
the  imitation  of  'An  attractive,  reputable  trade- 
mark or  trade-name  .  .  .  not  for  the  purpose  of 
diverting  trade  from  the  person  having  the  trade- 
mark or  trade  name  to  the  imitator,  but  rather 
for  the  purpose  of  securing  for  the  imitator's 
goods  some  of  the  good-will,  advertising  and  sales 
stimulation  of  the  trade-mark  or  trade  name.' 
Restatement,  id.,  at  page  597. 

"  'One's  interest  in  a  trade-mark  or  trade  name 
came  to  be  protected,  therefore,  not  only  on  com- 
peting goods,  but  on  goods  so  related  in  the 
market  to  those  on  which  the  trade-mark  or  trade 
name  is  used  that  the  good  or  ill  repute  of  the 
one  type  of  goods  is  likely  to  be  visited  upon  the 
other.  Thus  one's  interest  in  a  trade-mark  or 
trade  name  is  protected  against  being  subjected 
to  the  hazards  of  another's  business.'  "  Restate- 
ment, id.,  at  pages  597-598. 
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The  doctrine  is  well  recog-iiized  in  California. 
In  the  motion  picture  case,  supra,  15  C.  (2d)  at 
page  689,  the  Supi-enie  TouTt  of  the  State  said: 

*'  'The  decisions  of  the  courts  for  the  most  ])art 
are  ccmcerned  with  the  i)rincii)les  api)lica1)le  to 
infrin.a:ement  and  unfair  competition  in  respect 
to  l)usinesses  wliicli  are  dii'ectly  competitive. 
But  we  perceive  no  distinction  which,  as  a  mat- 
ter of  law,  should  he  made  hecause  of  the  fact 
that  the  i)laintiff  and  the  defendant  are  en- 
gaged in  non-comj)etin,2:  husinesscs.  In  situa- 
tions involving  the  use  of  proper  surnames  in 
non-com})etitive  businesses  it  has  been  held 
that  where  confusion  was  shoivn  as  likeJij  to 
result  the  relief  should  be  accorded  to  the  coin- 
plaining  party.  [Cases  cited.]  Likewise  it  has 
been  said  that  "without  regai-d  as  to  whether 
there  is  actual  market  competition  between  the 
parties  for  the  same  trade,  it  is  sufficient  if  the 
unfair  jjractices  of  the  one  will  injure  the 
other".'  [I]mphasis  sui)piied.]" 

This  principle  has  been  applied  l)y  many  authori- 
ties to  enjoin  use  of  name  or  mark  by  various  types 
of  businesses  where  public  confusion  may  result.  Thus 
A.  &  P.  groceries  have  been  protected  against  A.  &  P. 
dyers  and  cleaners  (Great  Atlantic  d-  Pacific  Tea  Co. 
V.  A.  S  P.  Cleaners  d-  Dyers,  Inc.,  10  F.  Supp.  450, 
W.D.  Pa.  1934),  and  against  A.  &  P.  radios,  washing 
macliiues,  and  electric  refrigeratois  {(irrat  Atlantic 
d-  Pacific  Tea  Co.  v.  A.  d  P.  Radio  Stores,  Inc.,  20 
F.  Supp.  703,  E.D.  Pa.  1937);  Yale  keys  and  locks 
have  been  pi-otected  against  Yale  Hash  lights  and 
flash   light   batteries    {Yale   Electric   Corporation    v. 
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Robertson,  26  F.  (2d)  972,  CCA.  2,  1928);  Rolls 
Royce  automoljiles  against  Rolls  Royce  radio  tubes 
{Wall  V.  Rolls  Royce  of  America,  4  F.  (2d)  333,  334, 
CCA.  3,  1925) ;  Tiffany's  jewelry  store  against  Tif- 
fany motion  picture  theatre  ( Tifany  &  Co.  v.  Tiffany 
Productions,  264  N.Y.S.  459,  147  Misc.  679,  1932,  aff'd 
260  N.Y.S.  821,  237  App.  Div.  801,  1932;  aff'd  188 
N.  E.  30,  262  N.  Y.  482,  1933) ;  Dunhill  smoking  pipes 
against  Dimhill  shirts  {Alfred  Dunhill  of  London  v. 
Dunhill  Shirt  Shop,  3  F.  Supp.  487,  S.D.N.Y.  1929)  ; 
Vogue  fashion  magazine  against  Vogue  hats  {Vogue 
Co.  V.  Thompson-Hudson,  300  F.  509,  CCA.  6,  1924) ; 
rehearing  den.  12  F.  (2d)  991,  1926;  cert.  den.  273 
U.  S.  701,  71  L.  Ed.  850,  47  S.  Ct.  98,  1926)  ;  see  also 
Hanson  v.  Triangle  Publications,  163  F.  (2d)  74; 
Life  Magazine  against  Movie  Life  Magazine  {Time, 
Inc.  V.  Barshay,  27  F.  Supp.  870,  S.D.N.Y.)  ;  Academy 
motion  picture  industry  institution  against  Academy 
drama  school  {Academy  of  Motion  Picture  Arts  and 
Sciences  v.  Benson,  15  C  (2d)  685, 1940). 

Other  cases  have  protected  retailer  against  whole- 
saler {Jackman  v.  Mau,  78  C  A.  (2d)  234,  177  P. 
(2d)  599,  1947;  Fishel  <£•  Sons,  Inc.  v.  Distinctive 
Jewelry  Co.,  188  N.Y.S.  633,  196  App.  Div.  779,  1921; 
British-American  Tobacco  Company,  Ltd.  v.  British 
American  Cigar  Stores  Co.,  211  F.  933,  CCA.  2, 
1914;  Coca-Cola  v.  Brotvn  d-  Allem,  274  F.  481,  D.C 
1921;  Horlick's  Malted  Milk  Corp.  v.  Horluck's,  Inc., 
59  F.  (2d)  13,  CCA.  9,  1932;  Riggs  Optical  Co.  v. 
Riggs,  132  Nebr.  26,  270  N.W.  (i67,  1937;  Soft-Lite 
Lens  Co.  v.  Ritholz,  301  111.  App.  100,  21  N.E.  (2d) 
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835;  Folmer  Graf  ex  Corp.  v.  Graphic  Photo  Service, 
35  F.  Supp.  963,  D.C.  Mass.  1940;  newspaper  against 
bicycles  (Walter  v.  Ashtou,  L.  R.  (1902)  2  Ch.  272) ; 
Magazine  ''Time"  against  cereal  {Timr  r.  Viohin,  40 
F.  Supp.  249,  E.D.  111.  1941);  radio  station  WOR 
against  printer  {Bamberger  v.  Orloff,  44  F.  Supp. 
904  S.D.  N.Y.  1942) :  meat  ])acker  against  automobile 
tires  (Armour  cO  Co.  v.  Master  Tire  d'  Rubber  Co., 
34  F.  (2d)  201,  S.D.  Obio  1925);  trading  posts  buy- 
ing raw  furs  from  tra])pers  against  retail  furrier 
(Phi1U}>s  r.  T)i(  Governor  tf-  Co.  of  Adventurers  of 
England  Trading  into  Hudson's  Hag,  79  F.  (2d)  971, 
CCA.  9,  1935). 

Tbc  toilet  tissue,  sanitary  nai)kins  and  otber  ])a])er 
pi'oducts  of  apjx'llant  are  far  more  closely  related  to 
appellee's  seat  covei*s  than  were  the  groceries  to  the 
dyers  and  cleaners,  the  automobiles  to  the  radio  tubes, 
the  jewelry  store  to  the  motion  j)icture  theatre,  the 
smoking  pipes  to  the  shirts,  the  fashion  magazine  to 
the  hats,  the  motion  picture  industry  institute  to  the 
drama  school,  the  retailers  to  the  wholesalers,  the 
newspaj^er  to  the  bicycles,  the  magazine  to  the  cereal, 
the  radio  station  to  the  printer,  and  the  meat  companj^ 
to  the  automobile  tii-es  involved  in  the  cases  cited 
above.    Likelihood  of  confusion  is  great. 

The  foregoing  analysis  is  supported,  too,  by  the 
authorities  discussed  above  under  the  Federal  Trade- 
mark Act ;  lor  those  authorities,  too,  have  api)lied  that 
Act  in  pursuance  of  i)rincii)les  of  unfair  comi)etition. 
American  Steel  FoundrieH  v.  Robertson,  269  U.  S. 
372,  70  L.  Ed.  317,  46  S.  Ct.  160,  1926,  supra;  Yale 
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Electric  Corporation  v.  Rohertsori,  26  F.  (2(i)  972, 
CCA.  2,  1928,  supra.  For  reasons  fundamentally  the 
same,  appellee  should  be  allowed  neither  to  register, 
nor  to  use  appellant's  name. 

(2)  Competition  is  not  the  test. 

It  is  conclusively  established  by  the  foregoing  cases 
that  there  need  l)e  no  competition  between  the  parties. 
Particularly  is  this  true  in  the  Ninth  Circuit  and  in 
California.  ''For  this  reason  whatever  may  be  the 
rule  in  other  circuits,  the  rule  declared  by  our  Ninth 
Circuit  Court  of  Appeals  is  that  competition  is  not 
necessary."  Yankmch,  J.  in  Brooks  Bros.  v.  Brooks 
Clothing  of  California,  Ltd.,  60  F.  Supp.  442,  451, 
S.D.  Cal.  1945,  citing  Del  Monte  Special  Food  Co.  v. 
California  Packing  Corp.,  34  F.  (2d)  774,  CCA.  9, 
1929;  Horlick's  Malted  Milk  Corp.  v.  Horluck's,  Inc., 
59  F.  (2d)  13,  CCA.  9,  1932,  supra;  and  Phillips  v. 
The  Governor  &  Co.  of  Adventurers  of  England:  Trad- 
ing into  Hudson's  Bay,  79  F.  (2d)  971,  CCA.  9, 
1935,  supra;  Academy  of  Motion  Picture  Arts  and 
Sciences  v.  Benson,  15  C  (2d)  685,  104  P.  (2d) 
650,  1940,  supra. 

Thus,  even  though  this  Court  should  disregard,  as 
did  the  District  Judge,  the  suitability  for  retail  sale 
by  appellee  of  toilet  seat  covers  and  hold  the  product 
non-competitive  with  appellant's  products,  relief  must 
still  be  granted  appellant. 

(3)  There  is  a  close  relationship  of  product  and  business. 

Both  appellant  and  appellee  are  manufacturers,  and 
both  deal  in  disposable  paper  products  used  as  an  aid 
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ill  personal  hygiene,  dis])cnse(]  from  a  container  sup- 
plier to  the  general  piililic  gratis  in  public  lavatories 
and  for  a  price  at  stores.  That  the  general  public 
may  acquire  ai)pellee's  ])articular  product  from  self 
service  containei-s  in  public  lavatories  and  api)ellant's 
products  from  shelves  in  self  service  stores  is  im- 
material as  sliown  by  the  numerous  cases  granting 
relief  to  pei^sons  in  one  branch  of  an  industry  against 
those  in  another  l)ianch.  See  the  Vof/uc,  Triuiu/lr, 
Academn  and  vvholesalci-retailer  cases  discussed 
above. 

Likelihood  of  confusion  of  source  in  the  case  at  bar 
becomes  yet  more  apparent  when  there  is  lecalled 
ai)pellant's  manifold  and  variegated  activities  includ- 
ing, in  addition  to  the  conduct  of  retail  stores,  the 
handling  of  a  wide  assortment  of  commodities  from 
razor  blades  to  oyster  pails,  vast  manufacturing,  i)ack- 
ing,  canning  and  distributing  activities,  relating  to 
many  products.  It  will  be  obvious  to  the  Court  that 
to  conduct  this  business,  a])pellant  must  engage  in 
many  other  and  dissimilar  fields  as,  for  example,  ex- 
tensive real  estate  operations  in  connection  with  the 
purchase,  sale  and  rental  of  store  and  plant  facilities. 
How  easy  for  the  undiscerning  ])ublic  (supra,  p.  2(j)  to 
be  mislead  by  appellee's  use  of  the  name  **Safe  Way." 

Pertinent  here  is  the  recent  decision  of  Judge  Wein- 
))erger  in  Snfcivaif  Sforr.s,  Inc.  v.  Safe  tea  ij  Construc- 
tion Co.,  Inc.,  74  F.  Siipp.  455,  S.  I).  Cal.  November, 
1948,  granting  injunctive  i-clicf  t<»  this  a))pellant 
against  the  use  of  the  name  "Safeway"  by  the  de- 
fendant engaged  in   the  constiiiction  business.    The 
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Court  recognized  that  in  the  course  of  its  manifold 
acti^dties  appellant  necessarily  engaged  in  large  scale 
construction  activities.  Concerning  the  meaning  and 
value  of  the  name  he  stated,  at  page  456 : 

"It  appears  to  us  from  the  evidence  that  the 
name  'Safeway'  has  become  generally  known,  at 
least  in  California,  to  refer  to  plaintiff  and  its 
store  and  related  activities  and  has  acquired  such 
a  secondary  meaning  as  to  become  associated  by 
the  public  generally  with  plaintiff  and  its  busi- 
ness; that  plaintiff  and  its  business  are  well  and 
favorably  known  to  the  public  and  plaintiff  has 
built  up  an  extremely  valuable  good  will  for  itself 
and  its  business  and  the  name  'Safeway'  with 
the  general  public." 

(4)  Appellant's  advertising. 

In  determining  the  protection  to  be  afforded  to  a 
name,  the  Courts  have  given  effect  to  the  significance 
that  a  name  has  acquired  as  a  result  of  the  first  user's 
expenditure  of  time,  money  and  effort.    This  point  is 

fully  developed  in  the  Stork  case,  165  F.  (2d)  , 

C.  C.  A.  9,  FelD.  18,  1948.  It  is  doubtful  that  a  case  can 
be  fomid  in  which  a  name  has  been  more  thoroughly 
publicized  than  has  appellant's.  In  the  very  nature 
of  its  business  it  constantly  brings  its  trade  name  to 
the  attention  of  the  public  by  continuous  and  repeated 
advertisements,  by  display  signs  in  its  stores  and  by 
use  of  all  other  advertising  media. 

(5)  Fanciful  character  of  appellant's  name. 

Also  emjjhasized  in  the  Stork  ease  is  the  im^Jortance 
to  be  attached  to  the  fanciful  character  of  the  name. 
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The  name  "Safeway"  is  a  fanciful  coined  name  not 
found  in  the  dictionary.  While  the  component  words 
themselves  are  commoni)lace  as  is  the  word  "Stork," 
"Vogue,"  "Academy,"  "Seventeen,"  "Time"  and 
the  many  other  iianit's  that  have  been  protected,  as  a 
result  of  appeUant's  efforts,  the  name  "Safeway"  as 
aj)pHed  to  appellant  has  ac(|uired  a  secondary  sig- 
nificance of  tlie  strongest  character,  which  was  fully 
recognized  hy  the  District  Judge  (Tr.  37). 

(6)  Difference  in  size  of  parties  is  immateriaL 

It  is  settled  that  "a  disj)arity  in  size  of  busiiu'ss 
will  not  bar  injunctive  relief."  Stork  Restaurant,  Inc. 
V.  N.  Sahati,  CCA.  9,  February  8,  1948,  supra,  KiT) 

F.    (2d)    As    stated    in    PliUadclphia    Storage 

Batter  if  Co.  v.  Mindlin  (1937),  1(k3  Misc.  52,  29(i 
N.Y.S.  17(j,  181-182: 

"The  fear  is  sometimes  ex})iessed  that  the  ex- 
tension of  ])rotection  may  foster  monoi)oly,  not 
merely  of  language  but  of  trade,  'i'he  fear  is 
groundless.  He  who  coins  a  trade  syml)ol  adds 
rather  than  detracts  from  the  language.  Even 
when  a  term  in  a  dictionary  is  used  in  an  arbi- 
trary manner,  the  lanuuage  is  not  im])overished. 
The  term  may  still  l)e  used  in  its  accepted  sense; 
what  (Mjuity  prevents  is  the  appro] )riation  of  the 
new  layers  of  meaning  that  have  l)een  added  by 
the  plaintiff.  The  rights  of  the  first  user  can 
be  sustained  to  the  extent  that  they  do  not  unduly 
handicaj)  others  in  the  honest  conduct  of  their 
business.  New  competition  and  enterprise  'must 
n<.»t  be  throttled,  but  the  late  comer  should  be 
compelled  to  rely  upon  his  own  ingenuity,  rather 
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than  misrepresentation  and  misappropriation  for 
the  creation  of  his  market.  This  much  at  least 
is  demanded  by  the  most  elementary  notions  of 
honesty.'  Handler,  Unfair  Competition,  21  Iowa 
Law  Review,  175,  186.  Blatant  imitation  should 
not  be  recognized  by  the  judicial  condonation  of 
practices  which  violate  the  fundamental  precepts 
of  fair  business  dealing." 

In  defending  this  suit  appellant  seeks  no  monopoly 
nor  does  it  seek  to  prevent  or  restrict  in  any  way 
Dunnell's  legitimate  operations.  "The  owner  of  a 
trademark  may  not,  like  the  proprietor  of  the  patent 
invention,  make  a  negative  and  merely  prohibitive  use 
of  it  as  a  monopoly  ...  In  truth  a  trademark  con- 
fers no  monopoly  whatever  in  a  proper  sense  .  .  ." 
Mr.  Justice  Pitney  in  United  Drug  Co.  v.  Rectanus, 
248  U.  S.  90,  97-98,  39  S.  Ct.  48,  63  L.  Ed.  141,  1918. 

b.    Weight  to  be  given  to  the  findings  of  the  District  Court. 

The  great  bulk  of  the  evidence  before  the  District 
Judge  consisted  of  the  Patent  Office  record  which  was 
entirely  in  the  form  of  documents,  physical  exhibits 
and  depositions.  In  the  Stork  case,  the  Court  stated, 
'*in  so  far  as  such  testimony  is  concerned,  it  is  well 
settled  that  in  an  equity  case  'the  reviewing  Court 
gives  slight  weight  to  the  tindings,'  citing  Eqiiitahle 
Life  Assurance  Society  v.  Irelan,  C.  C.  A.  9,  123  F. 
(2d)  462,  464." 
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c.  The  authorities  show  that  the  dissimilarities  emphasized 
by  the  district  judge  do  not  dispel  the  likelihood  of  public 
confusion. 

Heietoforo  (point  I.e.)  we  showed  tliat  factually 
the  difference  in  method  of  distribution  and  the  gra- 
tuitous character  of  the  distribution  in  public  lava- 
tories has  no  bearing  on  the  likelihood  of  confusion. 
We  here  point  out  tliat  this  view  is  fully  sui)})orted 
by  the  authorities. 

(1)  Method  of  disthbntion. 

That  the  ])ublic  receives  api)ollee's  "Safe  Way" 
pai)er  j)roduct  as  a  service  rather  than  as  merchandise 
in  a  store  is  shown  to  be  inunaterial  by  the  Tiffanij 
case,  which  protected  a  jcweliy  store  from  confusion 
resulting  from  the  apj)hcation  of  the  name  "Tiffany'' 
to  a  service  (entertainment)  enterprise  (motion  pic- 
ture theatre).  Tiffany  d'  Co.  v.  Tiffany  Productions, 
264  N.  Y.  S.  459,  147  Misc.  679  (19132)  aff'd  260  N.  Y. 
S.  821,  237  A]>p.  Div.  801  (1932),  aff'd  188  N.  E.  30, 
262  N.  Y.  482  (1933).  Similarly,  in  Great  Atlantic  d; 
Pacific  Tea  Co.  v.  A.  d-  P.  Cleaners  d  Dyers,  Inc.,  10 
F.  Supp.  450,  W.  D.  Pa.  (1934),  a  food  and  household 
goods  enterprise,  similar  to  appellant,  was  protected 
against  the  adoption  of  the  name  "A  &  P"  by  a  service 
establislunent,  a  dyeing  and  cleaning  concern,  conduct- 
ing a  business  unrelated  to  the  grocery  business.  Again, 
in  Socony-Vacuum  Oil  Co.  r.  Lafariere,  48  N.  Y.  S. 
(2d)  421  (1944),  approvingly  noted  in  the  Stork  Cluh 
case  Socony-Vacuuin  selling  only  oil  products  was 
granted  injunctive  relief  against  the  use  of  the  term 
"standard"  by  one  engaged  in  repairing  and  servicing 
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oil  burners.  Plainly,  the  authorities  are  not  concerned 
that  the  name  is  appropriated  for  a  service  rather 
than  a  product. 

(2)  Distribution  at  wholesale. 

Nor  can  a  distinction  be  based,  as  suggested  by  the 
District  Court's  language,  upon  the  circumstance  that 
appellee  is  a  wholesaler  in  the  sense  that  he  does  not, 
himself,  distribute  the  goods  to  the  general  pul^lic  and 
that  appellant's  luisiness  is  mainly  that  of  a  retailer. 
It  is  established  beyond  doubt  that  protection  of  a 
name  will  not  be  denied  because  one  of  the  parties  is 
a  retailer  and  the  other  a  wholesaler.  Jackman  v. 
Mail,  78  C.  A.  (2d)  234  (1947),  177  P.  (2d)  599; 
Fishel  &  Sons,  Inc.  v.  Distinctive  Jewelry  Co.,  188 
N.  Y.  S.  633,  196  App.  Div.  779,  1921 ;  British-Ameri- 
can Tobacco  Company,  Ltd.  v.  British  American  Cigar 
Stores  Co.,  211  F.  933,  CCA.  2,  1914;  Coca-Cola  v. 
Brown  d  Allen,  274  F.  481,  D.  C  1921;  Horlick's 
Malted  Milk  Corp.  v.  Eorluck's,  Inc.,  59  F.  (2d)  13, 
C  C  A.  9, 1932 ;  Riggs  Optical  Co.  v.  Biggs,  132  Nebr. 
26,  270  N.  W.  667,  1937 ;  Soft-Lite  Lens  Co.  v.  Ritholz, 
301  111.  App.  100,  21  N.E.  (2d)  835;  Folmer  Gra,flex 
Corp.  V.  Graphic  Photo  Service,  35  F.  Supp.  963,  D.  C 
Mass.  1940. 

The  unimportance  of  this  difference  in  function  per- 
formed in  the  industry,  is  perhaps  best  illustrated  by 
the  magazine  and  moving  picture  cases.  Thus  the 
names  of  fashion  magazines,  ''Vogue"  and  ''Seven- 
teen," engaged  in  promoting  and  advertising  women's 
and  girls'  clothing,  may  not  be  used  as  trademarks  for 
these  articles.    In  the  moiing  picture  case,  the  name 
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"Academy,'-  of  a  moving  picture  institution,  engaged 
in  non-profit  activities  promoting  the  entire  industry, 
was  protected  against  a  small  and  insignificant  drama 
school. 

(3)  Element  of  gratuity. 

The  circumstance  stressed  l)y  the  District  Judge 
that  ap])ellee's  product  is  distributed  to  the  general 
public  gratis,  is  of  no  significance.  In  the  Academij 
case  (15  C.  (2d)  H85,  104  P.  (2d)  650,  1940)  the  con- 
troversy was  Ijetween  a  nonprofit  institution  and  a 
connnercial  enterprise.  In  Law  v.  Crist,  41  C.  A.  (2d) 
862,  107  1*.  (2d)  953  (1940),  the  c(>ntroversy  was  be- 
tween two  religious  organizations. 

(4)  Descriptiveness  of  appellee's  use  of  name. 

The  authorities  show  that  this  factor  also  is  imma- 
terial. Thus,  "Vogue"  was  descriptive  of  the  hats, 
**Duro"  the  wall  board,  ''Academy"  of  the  drama 
school,  "RCA"  of  the  Rayon  Corporation  of  America. 
Neither  the  authorities  nor  reason  (supra,  point 
1.  c.)  affords  basis  for  a  distinction  ])ased  upon  de- 
scriptiveness. Whether  descriptive  or  not,  Dunnell 
wishes  to  use  ''Safe  Way"  as  a  name  or  mark  to 
identify  liis  goods. 


CONCLUSION. 

In  the  light  of  the  authorities,  the  decisions  in  the 

Patent  Office,  appellant's  priority  of  use,  the  admitted 

secondary  meaning  of  the  name  "Safe  Way,"  and  the 

similarity   of  product  and  business,  the   decision   in 
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the  District  Court  denying  appellant  control  and  pro- 
tection of  its  own  name  and  reputation  is  patently 
wrong.  Moreover,  the  same  result  must  be  reached  as 
a  matter  of  common  sense  and  entirely  apart  from 
precedent  and  analytical  refinement.  It  is  clear  that 
the  imdiscerning  public  which  associates  the  name 
*' Safeway"  with  appellant  in  relation  to  a  wide 
variety  of  goods,  including  paper  toilet  products,  is 
likely  to  be  confused  if  appellee  uses  the  name  "Safe 
Way"  for  his  paper  toilet  product. 

In  defending  this  suit  appellant  seeks  merely  to  re- 
tain control  of  its  name  and  responsibility  for  its 
reputation.  Surely  this  is  a  salutary  objective;  it  is  to 
the  public  interest  to  know  what  and  whom  "Safe- 
way" means;  it  is  to  the  public  interest  that  plaintiff 
and  defendant  should  each  be  free  to  build  their  own 
reputations.  Appellant's  name  and  reputation  are 
of  the  greatest  importance  to  it. 

While  appellee's  infringement  is  small  in  itself,  if  it 
be  allowed  the  door  will  be  opened  thereby  to  others. 

The  language  of  the  Court  in  the  Stork  case  is  apt 
here. 

"The  appellant  is  not  here  seeking  to  have 
appellees  mulcted  in  damages,  nor  is  it  striving 
to  drive  them  out  of  business.  It  asks  merely  that 
its  adversaries  be  compelled  to  desist  from  an 
unfair  trade  practice  that  threatens  to  'nibble 
away,'  'whittle  away,'  or  'dilute'  the  value  of  its 
dearly-bought  prestige. 

"The  appellant  ])egs  that  the  appellees  with  an 
'infinity'  of  other  names  to  choose  from,  divest 
themselves  of  plumage  borrowed  from  the  Stork, 
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"In  a  word,  tlie  a})i)ellaiit  is  making  a  plea  pe- 
culiarly calculated  to  move  the  conscience  of  a 
chancellor.  It  prays  not  for  a  sword,  Init  for  a 
shield."  Stork  Restaurant,  Inc.  v.  N.  Sahati,  et 
a/.,  C.  C.  A.  9,  2-18-48. 

With  countless  names  to  choose  from  it  is  sub- 
mitted that  both  law  and  good  morals  require  that 
appellee  be  not  allowed  to  register  or  use  as  a  trade- 
mark the  name  "Safe  Way"  which  means  appellant, 
and  which  appellant  has  built  up  by  its  dealing  mth 
the  public  over  a  period  of  many  years. 

Dated,  San  Francisco, 
March  31,  1948. 

Respectfully  submitted, 

Mitchell  T.  Neff, 
Wu.LARi)  S.  Johnston, 
Orbick,  Dahlquist,  Neff, 
Brown  &  Herrington, 
Attorneys  for  Appellant. 
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Winitth  States;  Patent  ©ffice 

Opposition  No.  23,281 


Safeway  Stores,  Incorporated, 

V. 

Dunnell 


Application  No.  453,099,  Piled  May  19,  1942 
Published  March  21,  1944 


Toilet  Seat  Covers 


Messrs.  Mida,  Richai'ds  &  Murray  for  Safeway 
Stores,  Incorporated. 

Mr.  Josejjh  F.  Westall,  and  Messrs.  Joseph  W.  Mil- 
bum  and  John  R.  Milburn  for  Warren  W. 
Dunnell. 


This  is  an  opposition  in  which  each  of  the  parties 
has  taken  testimony  and  filed  a  brief.  Only  the  op- 
poser  was  represented  at  final  hearing. 

The  allegations  contained  in  the  notice  of  opposition 
relate  to  only  the  name  clause  of  section  5  of  the  Act 
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as   a   statutory   ground   for  negativing   the   right   of 
i-egistration  claimed  by  the  applicant. 

Applicant  seeks  registration  of  the  composite  mark 
consisting  of  the  notation  "Safeway"  in  a  generally 
rectangular  border  together  with  a  ])ictorial  repre- 
sentation of  a  seat  cover.  The  mark  is  a])])lied  to  toilet 
seat  covers  and  the  re]>resentation  of  the  goods  is 
disclaimed  ai)ai-t  from  the  mark. 

It  ap])ears  from  opposer's  testimony  that  opposer 
was  incori)orated  under  the  name  of  Safeway  Stores, 
Incorporated,  on  March  24,  192().  At  first  o])poser  sold 
no  goods  itself  but  the  operations  of  the  various  gro- 
cery stores  for  the  Safeway  organization  wei-e  carried 
on  by  subsidiaries  wholly  owned  by  the  opi)oser.  In 
August,  1941,  operations  were  started  in  New  York 
and  New  Jersey,  and  tiiese  were  conducted  l)y  the 
opposer  rather  than  through  a  subsidiary  as  had 
formerly  been  the  case.  T^ikewise  in  1941  the  business 
in  the  State  of  Utah  was  ti-ansf erred  to  and  operated 
by  the  opposer.  Operations  in  Oklahoma  and  Arkan- 
sas were  like^vise  transferred  to  the  opposer  shortly 
after  the  acquisition  of  the  assets  of  the  Utah  busi- 
ness. Finally,  on  December  31,  1942,  all  of  the  busi- 
ness of  the  former  subsidiaries  was  taken  over  by 
opjjoser  and  the  entire  operation  of  the  various  Safe- 
way Stores  has  since  l)een  conducted  solely  l)y  opposer. 
It  appears,  therefore,  that  prior  to  May  19,  1942,  the 
date  of  filing  of  applicant's  application  herein,  op- 
poser was  incorporated  under  the  name  of  Safeway 
Stores,  Incorporated,  and  was  operating  various  gro- 
cery stores.  This  is  deemed  sufficient  to  entitle  opposer 
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to  intervene  herein  imder  the  name  clause  without 
regard  of  any  question  of  priority  of  use  that  might 
be  raised.  Ariston,  Inc.,  v.  Michel  &  Pfeffer  Iron 
Works,  Inc.,  566  O.  G.  520;  166  Ms.  Dec.  588;  62  U.  S. 
P.  Q.  503. 

It  is  applicant's  contention  that  opposer  is  not  en- 
titled to  intervene  herein  by  reason  of  laches.  Appli- 
cant's testimony  indicates  that  it  adopted  and  has 
continuously  used  the  notation  "Safeway"  on 
toilet  seat  covers  since  1933.  AppUcant  urges  that 
inasmuch  as  opposer  has  failed  to  protest  against 
applicant's  long  use  of  this  mark  it  is  now  barred 
from  relief  herein. 

The  validity  of  this  contention  is  not  apparent  to 
the  examiner.  This  proceeding  is  solely  on  the  statu- 
tory question  of  appUcant's  right  of  registration  and 
does  not  involve  the  question  of  its  right  of  use. 
Obviously,  opposer  could  not  file  an  opposition  to 
registration  of  a  trade-mark  until  apphcation  for  such 
registration  had  first  been  made.  Opposer  herein  filed 
its  opposition  within  the  thirty-day  period  provided 
by  the  statute  and  that  is  all  that  is  deemed  to  be 
necessary.  Indeed,  it  has  been  held  that  even  where 
an  opposer  has  agreed  that  an  appUcant  may  use  a 
mark  such  opposer  is  nevertheless  not  estoped  to  op- 
pose registration  of  such  mark.  Skookum  Packers 
Association  v.  Pacific  Northwest  Can  Company,  403 
O.  G.  515,  18  C.C.P.A.  792,  45  Fed.  (2d)  912.   ' 

In  the  present  instance  opposer 's  corporate  Jiame 
is  Safeway   Stores,  Incorporated.    Obviously,  there- 


fore,  api)licant's  notation  "SArE\YAY"  is  not  a  com- 
plete apj)ropriation  of  such  corporate  name.  In  sucli 
cases  the  question  to  bo  determined  involves  consider- 
ation of  whether  imder  the  facts  confusion  of  persons 
is  likely  to  occur.  American  Steel  Foundries  v.  llolv 
ertson,  342  O.  G.  711,  21)9  U.  S.  :]72. 

In  the  present  instance  ap})licant  points  out  that 
the  notation  "Safeway''  is  of  conunon  use  in  the 
language  and  that  it  foi-ms  the  subject  matter  of 
several  registrations  issued  to  other  parties.  It  is 
a])plicant's  contention,  therefore,  that  this  word  in 
and  of  itself  cannot  designate  merely  opjioser,  and 
that  hence  no  confusion  between  the  parties  would  be 
likely  to  occur. 

The  examiner  would  1)0  inclined  to  agree  with  this 
contention  if  it  were  not  for  the  fact  that  the  goods 
dealt  in  by  the  parties  are  of  such  a  similar  nature. 
Opposer  in  its  grocery  stores  sells  various  paper 
products  such  as  toilet  tissue,  paper  towels,  and  paper 
napkins.  True,  opposer  does  not  sell  toilet  seat  covers. 
However,  it  seems  to  the  examiner  that  such  j)roducts 
are  very  closely  related  to  the  paper  products  which 
opposer  does  sell  and  that  the  average  consumer  might 
reasonably  suppose  that  a  paper  toilet  seat  cover  sold 
imder  the  notation  "Safeway"  was  sponsored  and 
sold  by  the  opposer.  Indeed,  it  appears  that  applicant 
himself  is  of  the  opinion  that  his  toilet  seat  covers 
might  be  readily  carried  and  sold  by  opposer  since  he 
has  approached  opposer  in  an  effort  to  have  opposer 
sell   his   goods.    Considering   all   the   facts   involved 


herein,  therefore,  it  is  the  examiner's  opinion  that  in 
view  of  the  natnre  of  the  goods  confusion  of  persons 
and  reputations  is  reasonably  hkely. 

Accordingly,  the  notice  of  opposition  is  sustained, 
and  it  is  further  adjudged  that  applicant  is  not  en- 
titled to  the  registration  for  which  he  has  made  appU- 
cation. 

Limit  of  appeal :  June  9,  1945. 

A.  D.  Bailey 

Examiner  of  Interferences, 

Room  1310. 
May  10,  1945. 
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Hearing : 
January  23,  1946 


In  the  Vnitcd  Sfuics  Patent  Office 


Safeway  Stores,  Incorporated 

V. 

Warren  W.  Dimnell 


A])])eal  from  Examiner  of  Interrerences. 


Opposition  No.  23,281  to  registration  of  trade-mark  of 
Warren  W.  Dmmell  for  toilet  seat  covers,  applica- 
tion filed  May  19,  1942,  Serial  No.  453,099,  pub- 
lished March  21,  1944. 


Mida,  Richards  &  Murray  Jor  Safeway  Stores,  Incor- 
porated. 

Joseph  F.  Westall  and  Josepji  W.  Milburn  and  John 
R.  Milburn  for  Warren  W.  Dunnell. 

This  is  an  appeal  from  the  decision  of  the  examiner 
of  interferences  sustaining  the  opposition  of  Safeway 
Stores,  Incorporated,  to  the  ap])lication  of  Warren 
W,  Dunnell  for  registration  of  a  trade  mark  for 
"toilet  seat  covers". 

Applicant's  mark  is  essentially  the  notation  "Safe 
Way".    The  opposition  was  sustained  on  the  ground 
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that  the  mark  constitutes  a  su])staiitial  appropriation 
of  opposer's  corporate  name. 

In  Safeway  Stores,  Incorporated  v.  Safeway  Oi> 
ticians,  Inc.,  584  O.  G.  498,  69  U.  S.  P.  Q.  332,  decided 
since  the  appeal  in  the  instant  case  was  argued,  I 
found  that: 

Op.  23,281 

"While  'Safeway'  is  not  opposer's  complete  cor- 
porate name,  it  has  nevertheless  become  so  iden- 
tified Math  opposer  that  it  designates  opposer  to 
the  mind  of  the  public  in  the  same  manner,  albeit 
to  be  a  lesser  degree,  as  do  the  letters  *RCA' 
designate  Radio  Corporation  of  America." 

Accordingly,  on  authority  of  Radio  Corporation  of 
America  v.  Rayon  Cor^joration  of  America,  31  C.C. 
RA.  808,  139  Fed.  (2d)  833,  I  hold  the  word  non- 
registrable.  And  if  "Safeway"  is  nonregistrable,  so 
of  course  is  "Safe  Way".  White  Cap  Co.  v.  Allied 
Stores  Corporation,  503  O.  C.  870,  41  U.S.P.Q.  554. 

As  stated  in  the  Safeway  Opticians  case,  and  as 
shown  by  the  e\i.dence  here : 

"Opposer  operates  a  chain  of  more  than  two 
thousand  grocery  stores,  which  are  scattered 
through  half  the  States  of  the  Union.  In  them 
it  sells  not  only  groceries,  but  all  such  more  or 
less  related  items  as  the  public  demands.  It  has 
been  in  business  for  many  years,  and  has  come  to 
be  widely  known  merely  as  'Safeway'.  In  fact, 
it  has  almost  invariably  used  that  woi'd  alone  as 
its  name.  And  while  it  may  not  be  as  universally 
recognized  as  is  Radio  Corporation  of  America, 
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its  ciistomei-s  coiLstitute  a  very  considerable  por- 
tion of  the  American  i)ul)lic". 

In  that  case,  as  in  this,  opposor  was  not  dealins:  in 
the  particnlar  merchandise  \'ov  which  registration  was 
sought;  but  that  fact  was  held  to  be  immaterial.  More- 
over, as  pointed  out  by  the  examiner  of  interferences, 
opposer  does  sell  such  paper  products  as  toilet  tissue 
and  paper  towels,  which  are  clearly  of  the  same  de- 
scriptive ])roperties  as  ai)i)li(ant's  pai)er  toilet  seat 
covers. 

Applicant  has  been  usiufj  his  mark  since  the  fall 
of  1933,  and  his  sales  have  steadily  increased.  He  thus 
argues  that  because  ojjj^oser  must  have  had  knowledge 
of  such  use,  it  is  estopjjed  by  laches  to  maintain  this 
l)roceeding.  Referring  to  the  examiner's  obsei-vation 
that  "opi)oser  could  not  file  an  op]>osition  to  registra- 
tion of  a  trade  mark  until  api)lication  for  such  regis- 
tration liad  fii*st  been  made."  aj)plicant  says: 

"Certainly  opposer  could  not  file  an  opposition 
until  a})i)licant  rcrjucstcd  registiation,  but  during 
the  many  years  during  which  ajjplicant  had  main- 
tained an  impregnable  title  to  the  name  'Safe 
Way'  as  applied  to  toilet  seat  covers,  if  opposer 
had  been  injured  in  any  way,  oi)poser  should 
have  instituted  an  unfair  competition  suit." 

But  surely  its  failure  to  sue  did  not  deprive  op- 
poser of  the  statuto7'y  right  to  oppose  the  registration 
of  its  name  as  a  trade  mark.  Presumably,  opposer  did 
not  object  to  applicant's  use  of  the  mark  but  the 
proposed  registration  of  its  name  as  a  trade  mark. 


Presumably,  Disposer  did  not  object  to  applicant's  use 
of  the  mark;  but  the  proposed  registration  would  be 
prima  facie  evidence  of  applicant's  exclusive  owTier- 
ship  of  the  term  "Safe  Way",  not  only  as  applied 
to  toilet  seat  covers,  but  as  applied  to  all  other  goods 
of  the  same  class.  It  seems  to  me  that  if  there  has 
been  laches,  applicant  is  the  guilty  party.  If  he  in- 
tended to  register  his  trade  mark  he  should  have  done 
so,  as  he  might  have  done,  before  the  word  "Safe- 
way", through  extensive  advertising,  had  come  to  be 
regarded  by  the  public  as  merely  opj)oser's  corpora- 
tion name. 

The  decision  of  the  examiner  of  interferences  is 
affirmed. 

First  Assistant  Commissioner. 
April  24,  1946. 
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No.  11,806 

IN  THE 

United  States  Circuit  Court  of  Appeals 

For  the  Ninth  Circuit 


Safeway  Stores,  Incorporated, 
a  Corporation, 


vs. 
Warren  W.  Bunnell, 


Appellant, 
Appellee. 


APPELLANT'S  REPLY  BRIEF. 


Appellee  fails  to  point  out  the  intended  bearing  of 
many  of  the  assertions  in  his  brief.  They  appear  in 
the  main,  however,  to  be  directed  towards  an  at- 
tempted showing,  first,  that  the  use  of  the  name  ''Safe 
Way"  by  appellee  is  not  likely  to  cause  public  con- 
fusion and,  second,  that  appellant  is  guilty  of  laches. 
We  will  show  under  each  of  these  main  points  that 
appellee's  assertions  are  without  merit. 


1.     APPELLEE'S  USE  OF  THE  NAME  IS  LIKELY  TO 
CAUSE  PUBLIC  CONFUSION. 

a.  Appellee's  claim  that  he  uses  the  name  "Safe  Way  "  only  in 
conjunction  with  his  firm  name  "Sani-Gard  Sales  Company" 
(Appellee's  Br.  pp.  4-5). 

This  contention — notwithstanding  appellee's  asser- 
tion that  it  is  "uncontradicted"  (Appellee's  Br.  p.  3) 
— is  contrary  to  the  undisputed  evidence  reviewed, 
docmnented  and,  in  j)art,  pliotoftraphically  rei)roduced 
in  appellant's  opening  brief  (pp.  13-14). 

It  should  be  emphasized  that  appellee's  ])i-oduct  is 
distributed  to  the  public  in  public  lavatories  under 
the  name  "Safe  Way"  without  the  name  "Sani  Gard" 
or  any  indication  of  source  (P]x.  V,  Tr.  156).  It  is 
this  use — tlie  distribution  to  the  public  under  a  name 
substantially  like  that  of  appellant — which  is  most 
likely  to  cause  public  confusion  and  to  injure  appel- 
lant. It  is  the  trademark  "Safe  Way"  without  any 
other  words  which  ap])ellee  seeks  to  have  registered 
(Tr.  190,  188,  191).  The  likelihood  of  confusion  is  not 
minimized  by  the  circumstance  that  appellee's  firm 
name  may  appear  on  shipping  cartons  and  the  like 
which  the  public  does  not  see. 

b.  Appellee's  claim  that  his  product  is  dissimilar  to  appellant's 
products  ( Appellee  s  Br.  pp.  5,  9,  12-18,  26-29). 

Appellee's  only  concession  in  this  regard  is  that  both 
parties'  products  are  made  of  paper;  he  denies,  but  in 
no  wase  refutes  the  various  other  points  of  similarity 
in  use,  purpose  and  association  brought  out  in  appel- 
lant's opening  l)rief  (i)p.  23-24).  Appellee  seems  to 
argue  that  the  test  of  similarity  should  be  whether  "an 
ordinary  member  of  the  buying  public  would  come  to 


the  conclusion  that  they  [the  products  of  the  contest- 
ing parties]  emanate  from  the  same  source  of  origin" 
(Appellee's  Br.  p.  29).  That  test  is  met  here.  The 
Patent  Officers  found  that  appellee's  product  is  ''very 
closely  related  to  the  paper  products  which  opposer 
[appellant]  does  sell  and  that  the  average  consumer 
might  reasonably  suppose  that  a  paper  toilet  seat 
cover  sold  under  the  notation  'Safe  Way'  was  spon- 
sored and  sold  by  the  opposer  [appellant]." 

Appellee  argues  at  length  that  paper  seat  covers  are 
not  suitable  for  distribution  in  retail  stores  (Appel- 
lee's Br.  pp.  5,  12-18)  and  that  in  this  particular  they 
are  dissimilar  to  appellant's  paper  products.  This  con- 
tention— also  asserted  by  appellee  to  be  uncontradicted 
(Appellee's  Br.  p.  5) — is  likewise  contrary  to  the  un- 
disputed evidence  reviewed  and  documented  in  our 
opening  brief  (pp.  15-16).  Mr.  Crebs  of  the  Con- 
sohdated  Cover  Company  gave  uncontradicted  testi- 
mony that  since  1926  his  company  had  produced  a 
Travel  Aid  packet  of  toilet  seat  covers  for  resale  in 
stores  (Tr.  158-159) ;  in  addition,  appellee  Bunnell 
himself  has  put  out  a  similar  product  for  resale  in 
stores  (Ex.  R,  photographically  reproduced  at  p.  15  of 
Appellant's  Opening  Brief). 

Appellee  makes  much  of  appellant's  rejection  of  his 
studied  and  insincere  solicitation  to  appellant  to  carry 
appellee's  seat  covers'  (Appellee's  Br.  pp.  12-13).  The 
Court  will  observe  that  appellant's  unsuspecting  rep- 
resentative did  not  reject  the  seat  covers  as  unsuit- 
able but  simply  stated  "that  up  to  the  present  time  we 


^Termed  by  appellee  "a  piece  of  'detective  work'  "  (Appellee's 
Br.  p.  14). 


have  not  approved  of  such  an  item  for  resale  in  our 
stores."  (id.).  He  pointed  out  that  this  ''policy"  may 
"change  *  *  *  in  the  future."  (id.). 

We  have  at  all  times  conceded  the  point,  so  thor- 
oughly (but  so  unnecessarily)  argued  by  appellee, 
that  appellant  does  not  carry  seat  covers  (Appellee's 
Br.  pp.  12-15,  20,  6).  But  this  does  not  establish  that 
seat  covers  are  not  suitaljle  for  store  sale.  Moreover, 
even  if  they  were  not  suitable,  that  is  no  answer  to 
appellant's  case,  which  is  grounded  on  the  proposition 
that  it  sells  toilet  tissue,  paper  towels,  paper  cups, 
sanitary  napkins  and  other  i)a])or  ])roducts  very  simi- 
lar to  paper  seat  covers  in  purpose  and  use.  In  short, 
both  parties  deal  in  paper  products  used  as  an  aid  to 
personal  hygiene.  In  this  very  real  sense  the  parties' 
products  are  one  and  the  same,  not  merely  similar. 

c.  Appellee's  claim  that  appellant's  reputation  is  not  based  upon 
the  name  "Safeway"  but  upon  nationally  advertised  brands 
carried  by  it  (Appellee's  Br.  pp.  6,  21). 

The  District  Judge,  as  well  as  the  patent  office, 
found  to  the  contrary  that  "the  general  i)ublic  iden- 
tifies these  stores  under  the  name  'Safeway'  "  (Tr. 
42).  Moreover,  as  pointed  out  in  our  opening  brief 
(p.  12),  appellant  does  sell  important  products  under 
the  name  "Safeway." 

Even  if  there  were  factual  support  for  appellee's 
point,  it  is  of  no  legal  significance.  All  products  sold 
by  appellant — even  those  bearing  another  well-known 
trademark — are  sold  also  as  "Safeway"  products  and 
are  vouched  for  by  appellant ;  their  quality  and  repu- 
tation directly  affect  appellant's  reputation  and  ap- 


pellant's  reputation  and  business  practices  affect  their 
quality  and  reputation.  The  name  ''Safeway"  is 
closely  and  immediately  related  to  appellant's  entire 
business  and  the  use  by  appellee  Dunnell  of  the  name 
on  products  closely  allied  to  those  dealt  in  by  appel- 
lant cannot  but  lead  to  public  confusion. 

d.  Appellee's  claim  that  appellant  is  barred  from  relief  by  an 
asserted  absence  of  actual  confusion  (Appellee's  Br.  pp.  7, 
9-10,18,29). 

This  contention  is  based  upon  testimony  of  appellee 
Dimnell  that  no  instances  of  confusion  have  ever 
come  to  his  attention.  This  self-serving  testimony  has 
little  probative  effect  and  does  not  appear  to  have 
been  given  weight  by  either  the  fact-finding  admin- 
istrative experts  in  the  patent  office  or  by  the  District 
Judge. 

Moreover,  it  is  not  significant  that  cases  of  con- 
fusion have  not  come  to  light.  As  stated  in  our  open- 
ing brief  (pp.  25-26),  a  member  of  the  public, 
knowing  appellant  as  "Safeway",  would  without 
query,  associate  appellee's  "Safe  Way"  product  with 
appellant. 

And  as  we  have  shown  at  length  in  our  opening 
brief,  the  test  under  both  statute  and  cases  is  not  con- 
fusion but  likelihood  of  confusion. 

e.  Appellee 's  claim  that  he  has  a  good  reputation  and  that  appel- 
lant could  only  be  benefited,  not  damaged,  by  appellee's  use 
of  the  name  "Safe  Way  "  (Appellee's  Br.  pp.  22-23,  6). 

It  is  apparent  that  appellee  Dunnell  has  missed  the 
point  of  appellant's  assertion  which  is  not  that  appel- 
lee is  diverting  sales  from  appellant  to  himself  but 
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rather    that    appellee    by    appropriating   appellant's 

name  is  appropiiating  its  reputation. 

''However,  it  has  of  recent  years  been  recog- 
nized that  a  merchant  may  have  a  sufficient  eco- 
nomic interest  in  the  use  of  his  mark  outside  the 
field  of  his  own  exploitation  to  justify  inter- 
position by  a  court.  His  mark  is  his  authentic 
seal;  by  it  he  vouches  for  the  goods  which  bear 
it;  it  carries  his  name  for  good  or  ill.  //  another 
tcses  it,  he  borrows  the  owner's  reputation,  whose 
quality  no  longer  lies  within  his  own  control.  This 
is  an  injury,  even  though  the  borrower  does  not 
tarnish  it,  or  divert  any  sales  by  its  use;  for  a 
reputation,  like  a  face,  is  the  symbol  of  its  pos- 
sessor and  creator,  and  another  can  use  it  only  as 
a  mask.  And  so  it  has  come  to  be  recognized  that, 
unless  the  borrower's  use  is  so  foreign  to  the 
owner's  as  to  insure  against  any  identification  of 
the  two,  it  is  unlawful."  (Judge  Learned  Hand 
in  Y^ale  Elec.  Corp.  v.  Uobcrtson  (C.A.A.  2,  1928), 
26  F.  2d  972  at  974).    (Emphasis  ours). 

See  also:  Restatement  of  Law,  Torts,  pp.  597-598; 
Stork  Restaurant  v.  N.  Sahati,  et  al.,  (CCA.  9, 1948), 
166  F.  (2d)  348  at  363;  Academy  of  Motion  Picture 
Arts  a-  Sciences  v.  Benson,  15  C  (2d)  685  at  689,  104 
P.  (2d)  650  (1940);  Winfield  v.  Charles,  77  C  A. 
(2d)  64,  70,  175  P.  (2d)  69  (1946). 

f.  Appellee's  claim  that  any  confusion  resulting  from  his  use  of 
the  name  "Safe  Way"  is  not  remediable  (Appellee's  Br.  pp. 
22-23). 

Appellee  relies  upon  Garrett  d  Co.,  Inc.  v.  Gray, 
49  U.S.P.Q.  S69  (1941),  for  this  proposition.  That 
case  held  simply  that  any  possible  confusion  was  not 


remediable  under  the  old  trade  mark  statute  since 
the  goods  (dolls)  of  the  applicant  for  registration  of 
the  name  "Virginia  Dare"  and  the  goods  (wine)  of 
the  opposer  were  not  similar,  as  required  by  the  statu- 
tory section  involved.  The  case  is  not  in  point  for 
several  reasons: 

(1)  In  our  case  the  goods  of  opposer  (appel- 
lant) and  the  applicant  for  registration  (ap- 
pellee) are  very  similar. 

(2)  Under  the  new  Trademark  Act  (the  Lan- 
ham  Act),  the  ''Virginia  Dare"  case  is  of  doubt- 
ful validity  since  similarity  of  goods  is  not  the 
test  (see  Appellant's  Opening  Br.,  pp.  32-34). 

(3)  The  Virginia  Dare  case  is  clearly  with- 
out significance  so  far  as  appellant's  counterclaim 
(based  upon  the  principles  of  unfair  competition) 
is  concerned  since,  for  relief,  goods  need  not  be 
competitive  (see  Appellant's  Opening  Br.,  pp. 
36-48). 

(4)  The  Virgi^iia  Dare  case  did  not  involve 
the  name  clause  of  the  old  Trademark  Act,  the 
provision  here  involved  (Appellant's  Opening 
Br.,  p.  29  et  seq.).  It  is  settled  that  likelihood  of 
confusion  is  the  sole  criterion  imder  the  name 
clause,  similarity  of  product  being  material  only 
as  one  factor  bearing  on  likelihood  of  confusion 
(Appellant's  Opening  Br.,  pp.  29-32). 
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g.    Appellee's  claim  that  extensive  use  of  the  name  "Safe  Way" 
by  others  bars  appellant  (Appellee  s  Br.  pp.  23-25,  5-6,  8). 

This  point  which  is  also  set  forth  by  the  District 
Judge  as  a  conclusion  of  law  (VI,  Tr.  47)  apparently 
proceeds  upon  the  theory  that  the  word  "Safeway", 
is  commonplace,  cannot  mean  ai)pellant  and,  that 
therefore,  there  is  no  likelihood  of  confusion. 

That  a  name  or  term  may  be  commonjjlace  does 
not  prevent  it  from  acquiring  a  secondary  meaning 
and  does  not  preclude  protection.  (PhiUips  v.  The 
Governor  d  Co.  of  Advent urers  of  England  Trading 
into  Hudson's  Bag,  79  F.  (2d)  971  (CCA.  9,  1935) ; 
Academy  of  Motion  Picture  Arts  d  Sciences  v.  Ben- 
son, 15  C.  (2d)  685  (1940);  Sweet  Sixteen  Co.  v. 
Sweet  "16"  Shop,  Inc.,  15  F.  (2d)  920  (CCA.  8, 
1926) ;  BilVs  Gag  Nineties  v.  Fisher,  41  N.Y.S.  (2d) 
234  (1943) ;  Stork  Restaurant  v.  N.  Sahati,  et  al.,  166 
F.  (2d)  348  (CCA.  9,  1948).  These  cases  protected, 
respectively,  the  commonplace  terms  "Hudson  Bay", 
"The  Academy",  "Sweet  Sixteen",  "Gay  Nineties" 
and  "Stork",  since  each  had  rcHjuirod  a  secondary 
meaning  in  comiection  with  a  i)articular  business. 
Whether  a  name  has  acquired  a  secondary  meaning 
is  a  question  of  fact.  That  question  of  fact  has  been 
determined  in  the  case  at  bar  in  favor  of  ai)pellant, 
Safeway  Stores,  Incorporated,  by  the  District  Judge 
(Tr.  42)  as  well  as  the  patent  officers.  That  the  name 
is  commonplace  may  make  it  difficult  to  invest  it  with 
a  secondary  meaning;  l)ut  that  difficulty  does  not 
negative  the  existence  of  the  secondary  meaning,  once 
acquired.    All    that    American    Steel    Foundries    v. 


Robertson,  269  U.  S.  372,  70  L.  Ed.  317,  46  S.  Ct.  160 
(1926)  (relied  upon  by  appellee  (Appellee's  Br.,  p. 
24))  decided  was  that  the  word  ''Simplex"  did  not 
have  the  requisite  secondary  meeting.  Here  the  con- 
trary is  the  case.  Southern  Independent  Oil  &  Re- 
fining Co.  V.  Safeway  Stores,  Incorporated,  48 
U.S.P.Q.  220,  also  relied  upon  ])y  appellee  (Appellee's 
Br.,  p.  23)  in  which  the  patent  commissioner  decided 
that  the  sale  of  gasoUne  under  the  name  ''Safeway" 
was  not  likely  to  confuse  the  public  to  the  injury  of 
Safeway  Stores,  Incorporated,  was,  in  effect,  over- 
ruled by  thei  commissioner  in  Safeway  Stores,  Incor- 
porated V.  Safeway  Opticians,  Inc.,  68  U.S.P.Q.  332 
(1946).  ''*  *  *  insofar  as  it  [the  Southern  Oil  case] 
may  be  in  conflict  with  the  'RCA'  case,  supra,  it  must 
be  regarded  as  overruled  hy  necessary  implication." 
(p.  333.) 

"Safeway",  moreover,  is  not  commonplace;  it  is 
a  coined  term  of  fanciful  character  not  to  be  found 
in  the  dictionary.  It  is  well  known,  but  not  "common- 
place", solely  because  of  extensive  and  long  continued 
use  and  advertising  by  appellant. 

The  uses  of  the  name  "Safeway"  by  others,  relied 
upon  by  appellee,  appear  in  large  measure  to  have 
been  the  use  of  the  name  by  appellant's  subsidiaries 
prior  to  1942  (Appellee's  Br.  p.  25).  Appellant  has 
succeeded  to  their  assets  and  goodwill  and  asserts 
their  rights  in  this  litigation.  Their  use  of  the  name 
is  the  basis  for,  and  cannot  possibly  impair,  appel- 
lant's rights.  A  similar  contention  relative  to  the  sub- 
sidiaries  of  RCA   was   expressly  rejected  in  Radio 
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Corporation  of  America  v.  Rayon  Corp.  of  America, 
139   F.    (2d)    833,  837    (C.C.P.A.   1943). 

In  addition  to  the  use  of  the  name  by  appellant's 
subsidiaries,  appellee  Bunnell  emphasizes  the  Patent 
Ofi&ce  registration  of  the  name  by  others  (Appellee's 
Br.  p.  25).  The  uncontradicted  evidence  shows  that 
appellant  first  became  aware  in  about  1938  of  these 
registrations  of  the  name  "Safeway"  by  others  (Tr. 
122-123) ;  that  since  that  time  appellant  has  consist- 
ently opposed  such  registrations  (Tr.  123),  and  that 
the  cases  in  which  these  registrations  were  granted 
were  finally  overruled  in  1944  in  the  Safeway  Op- 
ticians case,  68  U.S.P.Q.  332,  584  O.G.  498,  cited  and 
relied  upon  by  the  Assistant  Commissioner  of  Patents 
in  his  decision  in  the  case  at  bar  (Appendix  to  Ap- 
pellant's Opening  Br.  vii). 

In  any  case,  mere  registration  of  a  name  in  the 
Patent  Office  does  not  show  extensive  public  use. 

There  is  some  suiiijostioH  in  Appellee's  Brief  that 
the  use  of  the  name  "Safeway"  by  others  is  of  itself 
an  answer  to  appellant's  claims  in  this  litigation.  This 
suggestion  is  without  merit.  It  is  established  that 
use  by  others  is  no  justification  for  appellee's  wrong- 
ful use.  Ford  Motor  Co.  v.  Insecticide  Corp.,  69  F. 
Supp.  935,  937  (E.  D.  Mich.  1947) ;  Great  Atlantic  & 
Pacific  Tea  Stores  v.  A.  <£•  P.  Radio  Stores,  Inc.,  20 
F.  Supp.  703,  706  (E.D.  Pa.  1937).  In  the  latter  case 
the  Court  states  at  page  706 : 

*****  But  regardless  of  this  it  is  olniously  no 
excuse  for  the  defendant's  conduct  to  say  that 
others  have  been  guilty  of  the  same  wrong.  Nor 
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is  the  question  here  whether  the  plaintiff  has  an 
exckisive  right,  but  rather  whether  to  the  public 
'A«S;P'  means  the  plaintiff. " 


We  submit  that  appellee's  arguments  designed  to 
show  that  there  is  no  likelihood  of  confusion  are  with- 
out merit  and  that  appellee  Dunnell  has  failed  to  an- 
swer at  all  the  point  emphasized  by  the  Patent  Of- 
ficers and  by  our  opening  brief  that  there  is  likeli- 
hood of  confusion,  since  the  name  '*  Safeway"  means 
appellant,  Safeway  Stores,  Incorporated,  and  since 
there  are  so  many  apparent  and  practical  similarities 
of  product.  Even  if  the  likelihood  of  confusion  were 
not  clear,  "if  doubtful,  the  decision  of  the  Patent 
Office  must  control. ' '  Morgan  v.  Daniels,  153  U.  S. 
120,  14  S.Ct.  772  at  774,  38  L.Ed.  657  (1894),  dis- 
cussed Appellant's  Brief  (pp.  19-20). 


2.     APPELLANT  IS  NOT  BARRED  BY  LACHES. 

The  Patent  Officers  expressly  found  against  the 
claim  of  laches  (Appendix,  Appellant's  Opening  Br., 
iii,  viii,  ix).  Moreover,  the  District  Judge,  by  making 
no  finding  or  conclusion  relative  to  appellee's  affirma- 
tive assertion  of  laches,  imphedly  found  and  deter- 
mined that  there  were  none.  His  opinion  (75  F.  Supp. 
900)  plainly  shows  that  he  did  not  decide  the  case  in 
favor  of  appellee  by  reason  of  this  asserted  defense. 

Patently,  appellant's  defense  to  the  registration 
cannot  be  barred  by  laches,  since  the  defense  could  not 
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be  asserted  by  appellant  until  appellee  had  applied  for 
registration.  See  decisions  of  Patent  Officers. 

And  as  to  appellant's  counterclaim,  it  is  established 
that  "in  a  case  of  this  type  [unfair  competition  where 
only  injunctive  relief  is  sought]  laches  is  no  defense." 
Stork  Restaurant  v.  N.  Sohati,  ct  ah,  166  F.  (2d) 
348,  363  (CCA.  9,  1948)  ;  Hall  v.  Hohtrom,  106  CA. 
563,  570-571,  (289  P.  ()()8  (1930));  Brooks  Bros.  v. 
Brooks  Clothiufi  of  Cal.,  60  F.  Supp.,  442,  458,  462, 
(S.D.  Cal.  1945)  ;  (.'rcaf  Atlantic  d'  Pacific  Tea  Co.  v. 
A.  d  P.  Cleaners  d'  Dyers,  Inc.,  10  F.  Supj).  450-451, 
(W.D.  Pa.  1934);  Yale  KUetne  Corp.  v.  Robertson, 
26  F.  (2d)  972,  (CCA.  2,  1928).=-' 


2The  foref?oinp  abbreviated  treatment  of  appellee's  claim  of 
laches  is  not  at  all  an  admission  of  the  extravagant  factual 
charges  made  in  its  brief.  "We  emphasize,  particularly,  that  ap- 
pellant did  not  know  of  appellee's  use  of  the  name  until  appellee 
sought  to  register  the  name  (Tr.  252).  Thereupon,  appellant 
promptly  asserted  its  rights  (Tr.  193-194).  Appellee's  claim  that 
appellant  must  be  deemed  to  have  had  notice  by  reason  of  the 
volume  of  ai)pellee's  business  ij)  California,  said  to  aggregate 
"44,000.000  seat  covers"  during  the  8  year  period  from  1933 
through  1941  (Appellee's  Br.  p.  34),  is  without  merit.  From  8000 
to  10,000  covers  pass  through  a  single  dispensing  cabinet  each 
year  (Tr.,  ir)8).  Each  disj^onsing  cabiiu't  servi-s  but  a  single  toilet. 
44,000,000  ^  8  X  8000  =  688  public  lavatories  served  by  appellee. 
Actually,  this  figure  of  688  is  greatly  exaggerated  since  most 
public  lavatories  (apart  from  service  stations)  have  three  or  more 
separate  toilets.  It  is  apparent  that  the  less  than  700  public 
lavatories  allegedly  served  by  appellee  is  an  insignificant  number 
of  the  public  lavatories  in  the  office  buildings,  factories,  public 
buildings  and  thousands  of  other  public  rest  rooms  in  California. 
Surely  it  is  not  surprising  that  appellant  did  not  learn  thereof. 
This  small  volume  also  explains  further  why  instances  of  public 
confusion  would  not  have  come  to  light.   See  supra,  point  1-d. 

Nor  do  we  concede  at  all  the  numerous  cai)tious  and  irrelevant 
arguments  to  which  specific  reply  has  not  been  made.  For  exam- 
ple, the  argument  at  pages  30-33  of  appellee's  brief  is  both  irrele- 
vant and  is  based  upon  a  misreading  of  the  Examiner's  decision. 
The  examiner  did  not  cite  the  ArUiton  case  for  the  proposition 
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CONCLUSION. 

The  Court  will  have  observed  that  appellee  has 
failed  to  reply  at  all  to  our  contention  that  the  doc- 
trine of  administrative  finality  should  be  applied  to 
reinstate  the  Patent  Office  decisions  (Appellant's 
Opening  Br.,  pp.  17-27).  Appellee  has  merely  argued 
that  there  was  certain  evidence  that  would  have  jus- 
tified a  decision  by  the  Patent  Officers  contrary  to  that 
reached  by  them.  Even  if  this  argument  were  valid  it 
would  remain  true  that  there  is  ample  evidence  to 
support  the  findings  and  decisions  in  the  Patent  Of- 
fice. Appellee  does  not  even  suggest  that  there  was 
new,  different  and  compelling  eAddence  before  the 
District  Judge.  He  bases  his  claim  solely  upon  ''the 
evidence  taken  in  the  Patent  Office"  (Appellee's  Br., 
p.  2).  The  Patent  Office  decision  must  be  affirmed. 

Moreover,  as  shown  above,  there  is  no  merit  in 
appellee's  argiunents  that  there  was  evidence  in  the 
Patent  Office  that  would  have  justified  a  decision  dif- 
ferent from  the  one  there  made.  The  meaning  of  the 
name  "Safeway"  as  "Safeway  Stores,  Incorporated" 
and  the  similarity  of  product,  together,  compel  a 
finding  of  likelihood  of  confusion. 

The  decision  we  seek  will  not  harm  appellee  who 
will  remain  free  to  develop  his  business  and  product 
under  the  name  "Sani-Gard"  (with  which  he  asserts 

that  all  that  is  necessary  for  an  opposer  to  prevail  under  the  name 
clause  is  that  it  be  in  existence,  but  rather  for  the  proposition  that 
such  existence  gives  the  opposer  standing  to  intervene.  His  deci- 
sion on  the  merits  was  pi-edicated  entirely  not  upon  a  mere  finding 
of  appellant's  corporate  existence  but  upon  a  determination  of 
likelihood  of  confusion  under  principles  akin  to  those  upon 
which  the  law  of  unfair  competition  is  based. 
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his  goodwill  is  connected)  or  coimtless  other  names. 
Such  a  decision  will  leave  each  party  free  to  develop 
and  control  its  own  business  and  reputation  without 
interference  from  the  other. 

Dated,  San  Francisco, 
May  3,  1948. 

Respectfully  submitted. 

Mitchell  T.  Neff, 
WiLLARD  S.  Johnston, 
Orrick,  Dahlquist,  Neff 
&  ITerrington, 
Attorneys  for  Appellant. 
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There  is  not  a  shadow  of  authority  under  the  law  for  the  Court's 
decision  at  the  end  of  the  opinion  directing  the  District  Court 
to  render  a  permanent  injunction  against  the  use  by  Dunnell 
of  his  trade-mark.  On  the  contrary,  the  law  is  distinctly  that 
the  Court  has  no  such  authority  as  we  proceed  to  point  out....     1 

As  to  how  Dunnell  acquired  his  trade-mark 2 

In  the  light  of  the  immediately  foregoing  stated  facts  appellee 
Dunnell's  title  to  the  trade-mark  Safeway  as  applied  to  toilet 
seat  covers  is  unassailable 3 

Appellee  Dunnell's  title  to  said  trade-mark,  as  so  applied 
is  not  in  issue  in  the  opposition  proceeding,  nor  in  this  de  novo 
suit.  It  is  not  and  could  not  be  attacked  either  before  the 
Patent  Office  on  the  record  therein,  or  before  this  Court 3 

There  is  no  evidence  in  the  record  prejudicial  to  the  entire  good 
faith  of  Dunnell  in  adopting  and  using  his  trade-mark.  On 
the  contrary,  the  evidence  shows  nothing  but  the  best  of  faith 
and  fairness  on  the  part  of  Dunnell  on  adopting  and  using 
said  trade-mark  8 

Defendants'  appellants  waiver  of  damages,  its  failure  to  even 
attempt  to  prove  any  damages  whatsoever,  not  only  defeats 
this  Court's  jurisdiction  on  the  counter-claim,  but  also  annihi- 
lates jurisdiction  on  matters  opposing  Federal  registration — 
and  entitles  Dunnell  to  the  order  of  this  Court  authorizing 
the  Commissioner  to  grant  such  registration 11 

The  trial  before  the  District  Court,  from  whose  decision  appeal 
was  taken  is  de  novo,  and  the  findings  and  conclusions  of  the 
lower  court,  unless  shown  to  be  erroneous,  should  be  followed 
— not  the  findings  and  conclusions  of  the  Patent  Office 
tribunals   16 
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If  we  had  appealed  to  the  Court  of  Customs  and  Patent  Ajv 
peals  from  the  decision  of  the  Patent  Office,  of  course,  the 
findings  and  conclusions  of  the  Patent  Office  would  have  been 
properly  and  specifically  reviewed ;  but  we  did  not  take  that 
course ;  on  the  contrary,  we  instituted  an  action  requiring  a 
trial  de  novo.  Obviously,  on  such  trial  de  novo  the  findings 
and  conclusions  of  the  trial  court  are  those  to  which  this 
Court  should  specifically  give  its  attention 18 

We  now  again  emphasize  that  on  such  trial  de  novo  it  is  the 
findings  and  conclusions  of  the  trial  court  which  arc  control- 
ling, if  not  shown  to  be  erroneous,  certainly  not  any  of  the 
findings  or  conclusions  of  the  Patent  Office 18 

We  have  repeatedly  urged  that  damages  are  of  the  gravamen  in 
an  opposition,  and  of  course,  the  same  rule  ap])lies  in  this  trial 
de  novo.  The  Patent  Office  has  consistently  always  required 
proof  of  some  damages  to  sustain  an  opposition 19 

Appellant  Safeway  Stores,  Inc.,  has  been  guilty  of  inexcusable 
laches  which  should  estop  said  a}>pellant  from  now  prosecut- 
ing the  opposition  to  Dunnell's  registration 23 

There  are  a  few  miscellaneous  points  to  which  we  desire  to 
call  the  Court's  attention — some  of  them  entirely  overlooked 
in  this   Court's  opinion 25 

The  contention  that  Morton  Company  registered  the  word  "Safe- 
way" as  applied  to  cabinets  is  irrelevant.  Furthermore,  the 
trade-mark  is  admittedly  the  property  of  Dunnell 29 

Dunnell's  covers  in  issue  are  patented.  Opposer  Safeway 
Stores,  Inc.,  could  not  manufacture  and  sell  Dunnell's  said 
covers  without  infringing  said  patent ;  no  more  than  they 
could  use  this  trade-mark  as  such  without  infringing  said 
trade-mark,  under  the  common  law  in  force  in  every  state 
of  the  Union 2)2 

Conclusion    33 
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No.  11806 
IN  THE 


United  States  Court  of  Appeals 


FOR  THE  NINTH  CIRCUIT 


Safeway  Stores,  Inc.,  a  corporation, 

Appellant, 
vs. 

Warren  W.  Bunnell, 

Appellee. 


PETITION  FOR  REHEARING. 


Now  comes  the  above-named  appellee  by  Westall  and 
Westall,  his  attorneys,  and,  under  Rule  25  of  this  Court, 
files  this,  his  petition  for  rehearing  of  the  decision  of 
the  Court  rendered  January  11.  1949,  on  the  following 
grounds : 

There  Is  Not  a  Shadow  of  Authority  Under  the  Law 
for  the  Court's  Decision  at  the  End  of  the  Opin- 
ion Directing  the  District  Court  to  Render  a  Per- 
manent Injunction  Against  the   Use  by  Dunnell 

of  His  Trade-Mark /54/^(4;jlEiyV •     On 

the  Contrary,  the  Law  Is  Distinctly  That  the 
Court  Has  No  Such  Authority,  as  We  Proceed  to 
Point  Out. 

The  only  basis  for  this  Court's  jurisdiction  upon  which 
appellant,  Safeway  Stores',  counterclaim  is  based  is  §41 
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(Judicial  Code.  §24.  amended )  Orig^inal  Jurisdiction,  read- 
ing so  far  as  pertinent  as  follows : 

"The  District  Court  shall  have  original  jurisdic- 
tion as  follows:  First  of  all  suits  of  a  civil  nature 
(1)  *  *  * ;  at  common  law  or  in  equity  *  *  *^ 
where  the  matter  in  controversy  exceeds,  exclusive  of 
interest  and  costs,  the  sum  or  value  of  $3,000.00  and, 
(a)  arises  under  the  Constitution  or  laws  of  the 
United  States     *     *     *." 

Preliminarily  to  further  application  of  the  law  just 
quoted : 

As  to  How  Bunnell  Acquired  His  Trade-Mark. 

In  Trade-Mark  Protection  and  Unfair  Trading  by 
Derenburg  (Matthew  Bender  and  Co.,  Inc.,  1936),  page 
503,  Section  46.  the  author  says: 

"The  question  of  what  is  recjuisite  for  the  acquisi- 
tion of  a  common  law  trade-mark,  independent  of 
federal  or  state  registration,  has  not  caused  the  Courts 
much  trouble,  since  the  application  of  the  principle 
of  priority  of  adoption  and  use  has  not  been  the 
source  of  any  particular  legal  difficulty." 

Dunnell  testified  [Tr.  144]  that  he  first  adopted  and 
used  the  trade-mark  Safeway  for  toilet  seat  covers  in 
October,  1933;  and  in  Exhibit  Q  [Tr.  337],  to  Dunnell's 
deposition  in  evidence  it  is  shown  that  beginning  in  1934 
he  sold  510.000  seat  covers  under  said  name  in  California 
alone;  also  a  great  many  more  in  1934  in  many  other 
states  as  shown  by  said  Exhibit  O,  and  that  in  1935  he 
sold  1,630.000  in  California  alone;  and  many  more  in  many 
other  states  in  the  Union,  and  that  in  1936  he  sold  5,252,- 
000  under  said  trade-mark  in  California  alone;  and  many 
more  in  many  other  states;  and  that  in  1937  he  sold  5,- 
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879,000  covers  under  said  trade-mark  in  California  alone; 
also  many  more  in  many  other  states.  The  other  states 
indicated  in  Exhibit  O  are  Oregon,  Washington,  Idaho, 
Nevada,  Utah,  Arizona,  Illinois,  Hawaii,  Texas,  Colorado, 
New  Mexico,  Kansas  and  Arkansas. 

In  the  Light  of  the  Immediately  Foregoing  Stated 
Facts  Appellee  Bunnell's  Title  to  the  Trade-Mark 
Safeway  as  Applied  to  Toilet  Seat  Covers  Is  Un- 
assailable. 

Appellee  Bunnell's  Title  to  Said  Trade-Mark,  as  so 
Applied  Is  Not  in  Issue  in  the  Opposition  Pro- 
ceeding, nor  in  This  Be  Novo  Suit.  It  Is  Not 
and  Could  Not  Be  Attacked  Either  Before  the 
Patent  Office  on  the  Record  Therein,  or  Before 
This  Court. 


We   are    speaking   of    Title    to    the    trade-mark 


L 


SJ^Jff((0 1 l^JtV'l  AS   SUCH.    It   is  a   property 


right,  title  and  right  to  use  being  recognized  by 

THE   COMMON    LAW    IN    FORCE   IN   THE   StATE   OF   CALIFOR- 
NIA AS  WELL  AS  BY  CALIFORNIA  STATUTORY  ENACTMENTS. 

Thus,  in  Business  and  Professions  Code  of  California, 
§14400  reads  as  follows: 

"§14400  Ownership.  Any  person  who  has  adopted 
and  used  a  trade-mark  either  within  or  beyond  the 
limits  of  this  state,  is  its  original  owner." 

Bunnell  did  adopt  and  use  his  trade-mark  Safeway, 
and  therefore  is  owner  and  entitled  to  all  the  rights  of 
ownership  in  this  state. 


It  is.  perhaps,  irrelevant  to  state  that  appellee  Dunnell 
has  its  trade-mark  ISkAWKunWAY'l    as  applied 


to  seat  covers,  registered  not  only  in  California  but  in 
many  states:  But,  it  is  pertiueut  to  say.  that  the  law  of 
California  as  above  quoted  is  distinctly  that  he  has  a  prop- 
erty right  in  his  trade-mark  whether  first  adopted  and 
used  in  any  other  state  or  in  this  state,  atid  wlietlter 
registered  or  not. 

We  remind  again,  that  in  the  present  trial  de  novo 
as  well  as  in  prior  proceedings  or  opjwsition  in  the  Patent 
Office  NO  QUESTION  as  to  Dunncll's  title,  ownershij)  and 


ISAEB^ij^l 


right  to  use  his  said  trade-mark 

J- 

was,  or  could  have  been  raised:     Said  proceedings  raised 

only  the  question  of  whether  or  not,  Dunnell,  concededly 
having  title  and  possession  of  the  trade-mark,  was  en- 
titled TO  FEDERAL  REGISTRATION. 

It  seems  to  us,  therefore,  very  clear  from  the  foregoing 
that  this  Court  had  no  authority  under  the  law  to  enjoin 
Dunnell  from  using  his  said  trade-mark — depriving  him 
of  title,  possession,  and  right  to  use  and  of  such  rights 
expressly  recognized  as  his  by  the  laws  of  the  state  of 
California. 

But  getting  back  again  specifically  to  the  Court's  lack 
of  jurisdiction;  remember  that  appellant  Safeway  Stores, 
NEVER  CLAIMED  ANY  TRADE-MARK  as  such  in  the  name 
"Safeway,"  as  applied  to  anything,  much  less  to  toilet 
seat  covers. 
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The  basis  in  the  pleading  of  appellant  Safeway  Stores, 
is  in  Paragraph  1  of  its  counterclaim  [Tr.  18]  which 
reads : 

"1.  Counterclaimant,  Safeway  Stores,  Incorpo- 
rated, is  a  corporation  organized  and  existing  under 
and  by  virtue  of  the  laws  of  the  State  of  Maryland, 
and  is  a  citizen  of  the  State.  The  matter  in  contro- 
versy exceeds  the  sum  of  Three  Thousand  Dollars 
[16]    ($3,000.00)  exclusive  of  interest  and  costs." 

The  immediately  foregoing  quoted  jurisdictional  plead- 
ing is  denied  by  appellee  Bunnell  at  Tr.  26,  Paragraph 
V  of  his  answer  to  said  counterclaim,  as  follows: 

"In  answer  to  paragraph  1  of  said  counterclaim, 
plaintiff  admits  that  defendant,  counterclaimant,  is 
a  corporation  organized  and  existing  under  and  by 
virtue  of  the  laws  of  the  state  of  Maryland,  and  is 
a  citizen  of  said  state;  but  denies  that  the  matter  in 
controversy  in  this  suit  exceeds  the  sum  of  Three 
Thousand  Dollars  ($3,000)  exclusive  of  interest  and 
costs,  or  any  other  sum  whatsoever." 

Now,  it  is  quite  elementary  that  an  allegation  of  $3, 
000.00  exclusive  of  interest  and  costs  involved  while  it 
preliminarily  seems  to  confer  jurisdiction,  does  not  sus- 
tain jurisdiction:  Manifestly,  if  it  appears  on  trial  of 
the  case  that  no  amount  or  recovery  whatsoever  is  or 
could  be  involved,  the  action  must  be  dismissed. 

In  support  of  the  foregoing  statement  of  the  law,  we 
first  cite  the  decision  of  this  Court  of  Appeals,  rendered 
July  20,  1936,  by  Circuit  Judges,  Wilbur,  Denman.  and 
Matthews,  in  the  case  entitled  Electro-Therapy  Products 
Corporation  v.  Strong  et  al,  reported  84  F.  2d  766.  The 
opinion  is  short  and  the  syllabus  is  practically  a  copy  of 
the  Court's  wording.     The  syllabus  reads  as  follows: 


"1.  Circuit  Court  of  Api:)eals  must  determine 
whether  District  Court  had  jurisdiction  of  suit,  not- 
withstanding that  question  was  not  raised  by  parties. 

2.  Suit  by  Delaware  citizen  against  citizens  of 
Cahfornia  and  Nevada  for  specific  performance  of 
agreement  to  assign  inventions  was  not  suit  under 
patent  laws  or  any  laws  of  the  United  Stales,  ])ut 
was  suit  of  civil  nature  in  equity  between  citizens  of 
different  states  which  was  not  within  jurisdiction  of 
District  Court  unless  matter  in  controversy  exceeded 
jurisdictional  amount  ( Jud.  Code  §24,  as  amended, 
28  U.  S.  C.  A.  §41). 

3.  Test  of  District  Court's  jurisdiction  is  value 
of  right  sought  to  be  protected  (Jud.  Code  §24,  as 
amended,  28  U.  S.  C  A.  §41). 

4.  Plaintiff  had  burden  of  proving  jurisdictional 
facts  (Jud.  Code  §24.  as  amended.  28  U.  S.  C.  A. 
§41). 

5.  Bill  of  complaint  should  have  been  dismissed 
for  want  of  jurisdiction,  in  absence  of  evidence  sup- 
porting finding  that  jurisdictional  amount  was  in 
controversy  (Jud.  Code  §24,  as  amended,  28  U.  S. 
C.  A.  §41)." 

In  Wilderntan  v.  Roth,  9  F.  2d  637,  (District  Court  for 
the  Eastern  District  of  Pennsylvania)  near  the  top  of  the 
second  colunm  of  page  637  it  appears  that  plaintifT,  after 
having  alleged  a  proper  jurisdictional  amount  in  a  case 
where  jurisdiction  was  preliminarily  dependent  upon  such 
pleading,  that  plaintiff  could  not  have  recovered  more  than 
$1,600.00  with  interest. 

Near  the  bottom  of  the  second  column  page  637,  the 
Court  says: 
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"[2]  While  the  requisite  amount  set  out  in  the  ad 
damnum  clause  in  a  statement  of  claim,  where  the 
facts  alleged  are  sufficient  to  support  the  claim  of 
damages,  prima  facie  gives  the  court  jurisdiction,  yet 
if,  upon  further  proceedings,  it  appears  as  a  legal  cer- 
tainty, as  in  this  case,  that  the  plaintiff  could  not  have 
had  any  reasonable  expectation  that  she  could  re- 
cover, exclusive  of  interest  and  costs  the  jurisdiction- 
al amount,  it  becomes  the  duty  of  the  court  to  dis- 
miss the  suit.  New  York  Life  Insurance  Company 
v.  Johnson,  255  F.  958,  167  C.  C.  A.  250,  and  cases 
there  cited." 

This  decision  of  the  District  Court  was  affirmed  by  the 
Circuit  Court  of  Appeals  for  the  Third  Circuit,  Buffing- 
ton,  Woolley  &  Davis,  Circuit  Judges,  in  17  F.  2d  486. 

Other  cases  supporting  the  law  under  consideration  are: 
Tetters  v.  Henion,  43  F.  2d  175;  Furminc  v.  West  Jersey 
and  Seashore  R.  Co.,  44  F.  2d  614;  Miller  v.  First  Ser- 
znce  Corporation,  84  F.  2d  680;  McNutt  v.  General  Motors, 
298  U.  S.  178;  McNutt  v.  McHenry,  etc.,  298  U.  S.  190. 

As  part  of  the  prayer  of  appellant  Safeway  Stores 
counterclaim,  Safeway  Stores  prays  that  "counterclaim 
defendant,  and  all  persons  acting  for  plaintiff  and  counter- 
claim defendants  as  employees,  agents,  or  otherwise  be 
permanently  restrained  and  enjoined  from  using  the  name 
'Safeway,'  or  any  similar  name  in  the  conduct  of  his  said 
business  or  otherwise." 

At  the  end  of  the  first  paragraph  of  the  Court's  Opin- 
ion Your  Honors  say:  "Stores  [Safeway  Stores,  Inc] 
did  not  seek  damages  for  claimed  infringement."  This  is 
correct;  The  appellant  Stores  did  not  pray  for  damages, 
nor  did  appellant  urge  in  brief  or  argument  that  it  was 
entitled  to  recover  damages. 


Was  it  magnanimity  tliat  impelled  appellant  not  to  at- 
tempt to  prove,  and  to,  in  effect,  zvaivc  damages.     Most 

CERTAINLY  NOT.  BUT  WITHOUT  PROOF  OF  DAMAGES,  HOW 
IS  THE  JURISDICTIONAL  STATEMENT  OF  THE  COUNTER- 
CLAIM OF  $3,000.00  EXCLUSIVE  OF  INTEREST  AND  COSTS 
SUSTAINED? 

Moreover,  it  is  (juite  api)arent  upon  the  face  of  the 
proceedings  that  appellant  stores  could  not  prove  any  dam- 
ages whatsoever. 

But,  before  considering  such  inability  of  Stores  to  prove 
damages,  there  arc  first  several  matters  of  extreme  import- 
ance to  be  noted. 

There  Is  No  Evidence  in  the  Record  Prejudicial  to  the 
Entire  Good  Faith  of  Bunnell  in  Adopting  and 
Using  His  Trade-Mark.  On  the  Contrary,  the 
Evidence  Shows  Nothing  But  the  Best  of  Faith 
and  Fairness  on  the  Part  of  Bunnell  in  Adopting 
and  Using  Said  Trade-Mark. 

We  get  a  strong  impression  from  reading  the  Court's 
Opinion  that  in  adopting  the  name  Safeway  for  his  toilet 
seat  covers  Bunnell  was  leaning  upon  the  good  will  and 
advertising  of  Safeway  Stores,  Inc. 

Bunnell  [Tr.  B.  Q.  13  of  Bunnell's  deposition]  testifies 
that  he  adopted  and  first  used  his  said  trade-mark  Safeway 
in  October  28,  1933,  and  explains  how  he  fixes  the  date, 
concluding  that  he  is  very  certain  of  that  date. 

Starting  in  1926  to  gain  control  of  grocery  stores  in 
this  state  (by  acquiring  stock — as  a  holding  corporation  a 
matter  of  importance  to  be  discussed  later)  it  might  seem 
strange  that  Bunnell  did  not  hear  of  any  such  store  by 
the  name  Safeway  until  after  his  first  adoption  and  use  of 
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said  trade-mark.  At  Tr.  359  (bottom  of  page)  Dunnell 
testifies  that  he  had  not  heard  and  did  not  know  of  any 
grocery  business  being  conducted  under  the  name  Safeway 
at  the  time  in  1933  when  he  first  adopted  and  used  said 
name.  At  the  bottom  of  Tr.  373  Dunnell  testifies  that  he 
first  came  to  California  in  1928.  Whereupon  counsel,  ad- 
mitting that  Dunnell  could  not  know  what  happened  in 
1926  in  this  locality,  inquired:  "but  you  cannot  say  it  is 
not  possible  that  you  may  have  patronized  a  Safeway  Store 
or  seen  Safeway  advertising  before  you  adopted  the 
name?"  To  which  Dunnell  answered:  "I  would  say  at 
that  period  in  my  life  I  was  not  patronizing  grocery  stores 
at  all;  that  I   probably   had  my  wife  do  all  marketing. 

Consider      the      situation     of      Dunnell:        He      had 
adopted,    used    and    was    the    owner    of    his    trade-mark 

fS^A  WK(C.)  ] H^AV'I  in  every  state  in  which  he  then 

intended,  and  later  did,  distribute  his  Safeway  covers. 
He  knew  he  was  distributing  a  product  under  his  own 
fictitious  name,  Sani-Gard;  that  he  was  not  advertising 
in  mediums  accessible  to  grocery  customers,  that  he  was 
not  selling  to  grocery  customers,  but  was  distributing 
among  a  special  class  of  purchasers  for  distribution  gratis 
to  users  of  a  public  service.  Stores  were  not  then,  nor 
have  they  before  or  since  carried  nor  distributed  any 
covers  under  any  name.  These  circumstances  strongly 
appearing  on  the  trial  the  District  Judge  at  Tr.  155  (>4 
way  down  the  page)  was  impelled  to  remark: 

'T  am  not  trying  to  prejudge  this  case,  but  it  is 
difficult  for  me  to  see  how  a  great  organization  like 
this  company  can  be  so  concerned  about  a  little  piece 
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of  paper  used  on  a  toilet  seat  and  how  it  affects  this 
enterprise.  Surely  if  I  went  into  a  washroom  in  a 
hotel  to  take  care  of  my  wants  in  a  toilet  I  am  not 
concerned  whether  a  piece  of  paper  has  the  word 
'Safeway'  on  it,  nor  would  I  identify  it  with  any  such 
institution  as  the  Safeway  Stores,  Incorporated.  It 
seems  to  me  to  be  kind  of  a  tempest  in  a  teapot,  and 
that  is  why  I  cannot  understand  [61]  why  there 
should  be  any  great  objection  to  the  plaintiff  using  a 
simple  term  like  this  in  connection  with  this  piece  of 
paper  that  is  used  in  a  toilet." 

Still  on  this  matter  of  fairness  and  good  faith 
on  the  part  of  Bunnell:  If  the  Court  will  look 
at   Tr.    190.   it   will   be   noted   that   Dunnell's   trade-mark 


^^^^^^       has  between  the  two  words  the 

pictorial  representation  of  a  toilet  seat  cover,  which  as 
we  have  seen,  has  never  been  dealt  in  by  Stores — such 
limiting  the  trade-mark  to  toilet  seat  covers. 

Now,  of  course,  this  point  is  not  material  except  as 
showing  that  there  was  no  bad  faith  or  unfairness  on  the 
part  of  Bunnell  on  adopting  and  using  his  trade-mark. 
He  had  not  leaned  upon  the  reputation  of  Safeway  Stores 
in  so  doing;  but  if  he  had  leaned  on  any  such  reputa- 
tion it  would  not  in  the  least  have  militated  against  his 
title,    possession    and    right    to    use    of    his    trade-mark 


including  its  picture  of  a  toilet 


seat  cover  as  a  trade-mark  under  the  laws  of  the  State  of 
California. 
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Defendant-Appellant's  Waiver  of  Damages,  Its  Fail- 
ure to  Even  Attempt  to  Prove  Any  Damages 
Whatsoever,  Not  Only  Defeats  This  Court's  Jur- 
isdiction on  the  Counterclaim,  but  Also  Annihi- 
lates Jurisdiction  on  Matters  Opposing  Federal 
Registration,  and  Entitles  Dunnell  to  the  Order 
of  This  Court  Authorizing  the  Commissioner  to 
Grant  Such  Registration. 

We  have  always  strongly  insisted  that  Stores  could  not 
prove  any  damages  whatsoever,  present  or  prospective. 
Events  now  to  be  considered  shows  the  soundness  of  our 
said  insistance. 

In  the  first  place,  we  remind  that  proof  of  damages  is 
of  the  GRAVAMEN  of  a  proceeding  in  opposition  to  federal 
registration.  The  law  requires  opposer  to  state  in  his 
opposition  that  he  believes  he  will  be  damaged  by  the  regis- 
tration; but  such  allegation  of  belief  no  more  supports  the 
jurisdiction  to  deny  registration  than  the  statement  of 
amount  of  $3,000.00,  exclusive  of  interest  and  costs,  sus- 
tains jurisdiction  in  a  case  based  upon  such  jurisdictional 
amount. 

But  is  there  any  possible  inference  to  be  drawn  from 
anything  in  the  record  of  this  case  that,  while  not  being 
able  to  prove  the  jurisdictional  amount  to  sustain  its 
counterclaim,  there  was  some  damage  present  or  prospec- 
tive to  sustain  the  opposition? 

Now,  for  a  clear  statement  of  what  Stores  has  sug- 
gested as  a  basis  for  some  such  damages : 

At  Tr.  185  counsel  for  Stores  states  his  understanding 
that  the  evidence  in  the  case  applies  to  both  the  counter- 
claim and  to  the  complaint — with  which  we  agree.  It 
seems  to  follow  that  if  Stores  were  unable  to  prove  any 
damages   on  the  counterclaim,   this   evidence  or   circum- 
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stance  also  applied  to  Bunnell's  complaint  (request  for 
registration)  under  such  agreement;  and  that  it  admits 
that  Stores  cannot  prove  any  damages  on  such  Dunnell's 
complaint. 

But,  specifically,  how  can  we  discover  any  theory  what- 
soever upon  which  to  base  any  proof  or  inference  of 
damage : 

At  Tr.  116  opposing  counsel  Johnston  says:  "This  is, 
[Dunnell's  use]  as  I  say,  a  small  use  and  it  is  hard  to  see 
how  this  use  has  damaged  us  in  this  volume  of  business." 
We  agree  with  counsel  that  it  is  not  only  hard,  but  insist 
further  that  it  is  impossible. 

But  a  very  clear  statement  of  everything  the 
Stores  could  possibly  rely  upon  to  prove  or  raise  an 
inference  of  damages  is  found  in  the  statement  of  Drum- 
mond  Wilde,  who  at  Tr.  79  testified  that  he  is  a  lawyer  in 
charge  of  the  Legal  Department  of  the  Oakland  Office  or 
Head  Office  of  Safeway  Stores  and  [Tr.  79]  has  been 
with  the  company  and  its  predecessors  since  February, 
1931.  At  Tr.  122  Mr.  Wilde  says  that  as  head  of  the 
Legal  Department  he  has  charge  of  the  company's  affairs 
with  respect  to  opposition  of  attempted  registrations  of 
the  name  Safeway. 

Thus,  if  anyone  could  know  of  any  possible  way  or 
manner  of  proving  damages,  Mr.  Wilde  certainly  should 
know. 

At  the  bottom  of  Tr.  128  appears  the  following  testi- 
mony by  Mr.  Wilde: 

"Q.  How  will  Safeway  be  injured  by  Dunnell's 
registration  and  use  of  the  name  'Safeway'?  A.  By 
his  use  of  the  name  'Safeway'  on  toilet  seat  covers 
we  have  no  control  over  his  policies  or  his  operations 
or  what  he  may  do,  or  how  he  may  transact  his  busi- 
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ness;  even  though  his  business  may  be  transacted 
properly  from  time  to  time,  we  have  no  control  how 
it  may  be  transacted  over  the  future.  That  is  some- 
thing we  have  nothing  to  do  with,  the  quality  of  the 
product  that  he  manufacturers,  or  what  satisfaction 
he  may  give  his  customers." 

Now,  still  considering  the  just  quoted  "holier  than  thou" 
statement  of  Mr.  Wilde:  Suppose  that  an  opposer  in  this 
trade-mark  case  should  have  filed  an  opposition  admitting 
the  facts  immediately  heretofore  considered  in  the  case  at 
bar,  reading,  so  far  as  of  immediate  pertinence  [following 
the  introductory  wording  of  Safeway  opposition,  Tr. 
193]: 

"opposer  *  *  *  believes  it  would  be  damaged  by 
such  registration,  such  belief  being  founded  on  the 
ground  while  applicant  for  registration  has  always 
conducted  his  business  in  a  proper  manner  [Tr.  67], 
never  having  had  a  complaint  [top  Tr.  68]  and  his 
business  policies  have  been  beyond  question,  always 
using  his  own  fictitious  name  Sani-Gard  Company 
[Tr.  176,  328,  329  and  330]  in  advertising  and  sell- 
ing  [Tr.  176,  top  of  page]   said  product  under  said 

trade-mark  /^^J5IZ^//l) Wji 5^/ and    has    never 


advertised  said  trade-mark  as  such  in  any  advertising 
medium  [Tr.  329,  bottom  of  page]  but  only  explained 
[Tr.  330,  5^2  way  down  page]  his  use  of  said  trade- 
mark after  first  being  contacted  by  a  prospective 
purchaser  [Tr.  330]  addressing  his  Sani-Gard  Com- 
pany, such  explanation  being  by  letter  [Tr.  330,  D.  O. 
103]  ;  and,  at  the  time  of  filing  of  this  opposition  he 
has  owned  and  used  the  trade-mark  sought  to  be 
registered,  selling  over  72)y2  million  [Tr.  64  and  Ex. 
Q,  Tr.  2)Z7]   of  said  product  under  the  trade-mark, 
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and  has  only  sold  them  to  a  special  class  of  purchasers 
who  distributed  them  gratis  as  a  public  service  [Tr. 
342,  D.  Q.  124]  while  I,  opposer,  never  manufactured 
or  caused  to  be  manufactured  [Tr.  255,  X.  Q.  51]  or 
sold  and  which  are  unsuitable  for  sale  in  my  stores 
[Tr.  350  and  351,  Bunnell  Exhibits  S  and  T],  and 
which  I  have  never  even  expressed  the  desire  to  sell 
[Tr.  70,  top  of  pag^e]  ;  and  while  I  [Stores]  had 
notice  of  applicant's  use  of  said  trade-mark  as  so 
applied  [Tr.  71]  l)y  the  .sale  and  installation  of  his 
said  product  in  one  of  my  subsidiary  companies, 
namely.  The  Lucerne  Creamery  and  Butter  Company 
[Tr.  71  J,  prior  to  my  filing  of  this  opposition  [Tr. 
72]  and  acquiesced  in  ajiplicant's  said  use;  and  while 
there  has  been  no  confusion  whatsoever  as  to  source 
of  manufacture  of  said  product  under  said  trade-mark 


IsaM~]w^ 


and  no  one  has  ever  mis- 
T 

taken  the  source  of  manufacture  and  distribution  of 
said  product  under  said  name  as  not  being-  applicant 
[Tr.  2>}),  top  of  page;  Tr.  63  and  Tr.  66]  and  while  I, 
opposer.  had  full  knowledge  of  Dunnell's  use  of  said 
trade-mark  before  the  filing  of  this  opposition  [Tr. 
72,  top  of  page;  this  was  Dunnell's  testimony,  but 
Stores  did  not  deny  that  Lucerne  was  their  subsidi- 
ary] ;  and  while  applicant's  title  to  said  trade-mark 
under  the  laws  of  the  state  of  California  is  unassail- 
able [as  heretofore  fully  shown]  and  while,  under  the 
circumstances,  it  would  not  be  of  any  benefit  to  me, 
opposer.  to  have  Dunnell's  registration  of  his  trade- 
mark ^^^^/qj^^^^W  denied ;  but  would  do 

him  much  damage  by  depriving  him  the  right  to  mark 
his   product   'Trade-Mark   Registered   United   States 
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Patent  Office'  and  would  also  deny  him  access  to  the 
Federal  Courts;  and  though  there  is  no  possible  rea- 
son why  applicant's  said  policy  may  chang"e  in  the 
future;  as  he  has  every  interest  to  continue  it,  yet, 
he  could,  possibly,  if  he  should  become  insane — and  I 
have  no  reason  to  believe  he  will  become  insane — 
change  said  policy  and  I,  opposer,  might  be  injured 
by  such  change,  as  I,  opposer,  have  no  control  over 
the  formulation  of  applicant's  policy  in  the  future. 
I,  therefore,  suggest  that  although  I  do  not  know  of 
any  damages  which  have  or  may  be  caused  me  by  the 
registration  of  Bunnell's  mark,  that  the  Court  imag- 
ined some  such  damage." 

Can  we  imagine  that  either  the  Patent  Office  or  miy 
tribunal  would  sustain  said  opposition-pleading  as  suffi- 
cient?   Yet  the  facts,  upon  which  the  trial  court's 

FINDINGS  AND  CONCLUSIONS  ARE  BASED,  ARE  SHOWN  TO 
BE  ENTIRELY  CORRECT  IN  THE  FOREGOING  CITATIONS  TO 
THE  RECORD  IN  SUCH  SUPPOSITIOUS  OPPOSITION-PLEADING. 
We  MOST  RESPECTFULLY  SUGGEST  THAT,  UNDER  THE 
CIRCUMSTANCES,  THE  TRIAL  COURT's  FINDINGS  AND  CON- 
CLUSIONS ARE  OVERWHELMINGLY  SUSTAINED,  AND  THAT 
THIS   COURT  SHOULD   SO   HOLD. 

With  every  right  under  the  common  law  for  the  allow- 
ance of  Federal  Registration;  and,  while  refusing  to  per- 
mit registration  would  seriously  affect  his  right,  denying, 
as  it  would,  Bunnell's  right  to  mark  his  product  "Regis- 
tered in  the  United  States  Patent  Office,"  and  would  also 
deny  him  access  to  the  Federal  Courts  upon  which  we  have 
always  greatly  relied  in  preference  to  the  State  Courts, 
as  more  justly  deciding  cases  of  this  kind,  we  urge  that 
the  equities  are  certainly  in  favor  of  the  granting  of  an 
order,  prayed  for  by  Bunnell,  authorizing  the  Commis- 
sioner to  grant  the  registration. 
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The  Trial  Court  Before  the  District  Court,  From 
Whose  Decision  Appeal  Was  Taken  Is  De  Novo, 
and  the  Findings  and  Conclusions  of  the  Lower 
Court,  Unless  Shown  to  Be  Erroneous,  Should  Be 
Followed — Not  the  Findings  and  Conclusions  of 
the  Patent  Office  Tribunals. 

The  jurisdiction  of  the  Court  and  its  scope  appears  in 
our  statement,  Page  1  of  the  Appellee's  Brief,  as  based 
upon  R.  S.  U.  S.  4915,  U.  S.  Code,  Title  35  §63  (apply- 
ing to  patents)  and  Title  15  §89,  which  before  and  after 
its  enactment,  has  always  been  c(,)iistrued  as  making  R.  S. 
U.  S.  4915  applicable  to  trade-mark  ai)plicati()n  proceed- 
ings. 

Title  35  §63  reads  as  follows : 

"63.  Bill  in  equity  to  obtain  patent. — Whenever  a 
patent  on  application  is  refused  by  the  Pioard  of  Ap- 
peals or  whenever  any  a]iplicant  is  dissatisfied  with 
the  decision  of  the  board  of  interference  examiners, 
the  applicant,  unless  appeal  has  been  taken  to  the 
United  States  Court  of  Customs  and  Patent  Appeals, 
and  such  appeal  is  pending  or  has  been  decided,  in 
which  case  no  action  may  be  brought  under  this  sec- 
tion, may  have  remedy  by  bill  in  equity,  if  filed  with- 
in six  months  after  such  refusal  or  decision;  and  the 
court  having  cognizance  thereof,  on  notice  to  adverse 
parties  and  other  due  proceedings  had,  may  adjudge 
that  such  applicant  is  entitled,  according  to  law,  to 
receive  a  patent  for  his  invention,  as  specified  in  his 
claim  for  any  part  thereof,  as  the  facts  in  the  case 
may  appear.  And  such  adjudication,  if  it  be  in  favor 
of  the  right  of  the  applicant,  shall  authorize  the  com- 
missioner to  issue  such  patent  on  the  applicant's  filing 
in  the  Patent  Ofike  a  copy  of  the  adjudication,  and 
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otherwise  complying-  with   the   requirements  of  law. 

Title  15,  §89  U.  S.  Code  reads  as  follows: 

"89.  Appeal  from  decision  of  Commisisoner  of 
Patents. — If  an  applicant  for  registration  of  a  trade- 
mark, or  a  party  to  an  interference  as  to  a  trade-mark, 
or  a  party  who  has  filed  opposition  to  the  registration 
of  a  trade-mark,  or  a  party  to  an  application  for  the 
cancellation  of  the  registration  of  a  trade-mark  is  dis- 
satisfied with  the  decision  of  the  Commissioner  of 
Patents,  he  may  appeal  to  the  United  States  Court  of 
Customs  and  Patent  Appeals  on  complying  with  the 
condition  required  in  case  of  an  appeal  from  the  de- 
cision of  the  commissioner  by  an  applicant  for  patent, 
or  a  party  to  and  interference  as  to  an  invention,  and 
the  same  rules  of  practice  and  procedure  shall  gov- 
ern in  every  stage  of  such  proceedings,  as  far  as  the 
same  may  be  applicable.  (Feb.  20,  1905,  c.  592,  §9, 
33  Stat.  727.) 

Explanatory  Note.— Act  Mar.  2,  1929,  c.  488,  §2 
(b),  45  Stat.  1476,  substituted  'United  States  Court 
of  Customs  and  Patent  Appeals  for  Court  of  Appeals 
of  the  District  of  Columbia.'  " 

In  the  "Notes  to  Decisions"  under  Title  15  §89  the 
case  of  Century  Distilling  Company  v.  Continental  Dis- 
tilling Corporation,  23  Fed.  Supp.  705,  38  U.  S.  P.  Q.  105 
holding,  38  U.  S.  P.  Q.  106,  top  of  second  column:  "This 
section,  while  by  its  express  terms  applicable  only  to 
patents,  has  been  made  applicable  to  trade-mark  by  the 
provision  of  §9  of  the  Trade-Mark  Act,  as  amended  at 
(15  U.  S.  Code  §89)  citing  American  Steel  Foundries  v. 
Robertson,  262  U.  S.  209. 
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If  We  Had  Appealed  to  the  Court  of  Customs  and 
Patent  Appeals  From  the  Decision  of  the  Patent 
Office,  of  Course,  the  Findings  and  Conclusions 
of  the  Patent  Office  Would  Have  Been  Properly 
and  Specifically  Reviewed;  but  We  Did  Not  Take 
That  Course;  on  the  Contrary,  We  Instituted  an 
Action  Requiring  a  Trial  De  Novo.  Obviously,  on 
Such  Trial  De  Novo  the  Findings  and  Conclusions 
of  the  Trial  Court  Are  Those  to  Which  This 
Court  Should  Specifically  Give  Its  Attention. 

The  trial  commenced  before  the  District  Court  March 
12,  1947  [Tr.  59]  and  continued  all  day  through  March 
12  and  13,  1947.  There  were  voluminous  depositions 
offered  in  evidence,  and  the  trial  concluded  [Tr.  187]  and 
was  submitted  on  briefs  on  that  day. 

Thereafter,  extensive  briefs  were  filed  before  the  trial 
court,  and  findings  and  conclusions  thereafter  carefully 
prepared,  settled,  signed  and  filed. 

We  Now  Again  Emphasize  That  on  Such  Trial  De 
Novo  It  Is  the  Findings  and  Conclusions  of  the 
Trial  Court  Which  Are  Controlling,  if  Not  ShowTi 
to  Be  Erroneous,  Certainly  Not  Any  of  the  Find- 
ings or  Conclusions  of  the  Patent  Office. 

All  the  specifications  of  alleged  error  in  Appellee's  Brief 
are  to  alleged  errors  of  the  District  Court. 

In  various  places  throughout  this  Court's  opinion, 
sought  to  be  reviewed  by  tills  petition,  your  Honors  ob- 
viously relied  upon  findings  and  conclusions  of  the  Patent 
Office  tribunals,  such,  for  instance,  as  at  the  bottom  of 
page  3  of  said  opinion  and  on  pages  4-5-6.  Near  the 
bottom  of  page  7  of  said  opinion  the  Court  again  relied 
upon  findings  and  conclusions  of  the  Patent  Office,  and  in 
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the  second  paragraph,  page  8  of  the  opinion  the  Court 
rehes  upon  asserted  inferences  of  the  Patent  Office  Ex- 
aminer. 

Again,  at  the  middle  of  page  9  of  its  opinion,  this  Court 
says  in  itahcs,  "the  decision  of  the  Commissioner  of 
Patents  is  not  overcome  by  evidence  before  the  District 
Court."  Here  the  Court  again  rehes  upon  the  findings  of 
the  Patent  Office.  The  District  Court's  findings  and  con- 
clusions are  based  not  only  upon  evidence  before  the  Patent 
Office  but  on  new  and  additional  evidence.  Both  parties 
on  this  trial  de  novo  had  the  opportunity  to  present  other 
and  additional  evidence  in  support  of  the  depositions  filed 
in  the  Patent  Office.  Appellant  did  not  present  any  perti- 
nent evidence  offering  any  further  support  to  such  Patent 
Office  decisions,  while  appellee  Dunnell  supplemented,  re- 
peated and  offered  evidence,  which  we  earnestly  believe 
should  have  decided  the  case  in  Dunnell's  favor. 

We  Have  Repeatedly  Urged  That  Damages  Are  of 
the  GRAVAMEN  in  an  Opposition,  and,  of 
Course,  the  Same  Rule  Applies  in  This  Trial  de 
Novo.  The  Patent  Office  Has  Consistently  AL- 
WAYS Required  Proof  of  Some  Damages  to 
Sustain  an  Opposition. 

One  of  the  strongest  and  clearest  cases  applying  to  this 
rule  is  the  case  of  Safczvay  Stores,  Inc.  v.  Southern  In- 
dependent Oil  &  Refining  Co.,  Inc.,  decided  by  the  Com- 
missioner of  Patents  January  8,  1941,  reported  48  U.  S. 
P.  Q.  220,  near  the  bottom  of  the  second  column,  page 
220  (except  for  the  four  words  in  brackets),  the  Commis- 
sioner says: 
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"Safe  Way,  however,  is  an  expression  of  such 
commonplace  significance  in  the  language  that  its 
use  in  association  with  the  other  unrelated  products 
would  not,  in  my  opinion,  he  likely  to  suggest  op- 
poser  to  the  mind  of  the  public.  Opposer  does  not 
deal  in  [paper  toilet  seat  covers]  nor  would  purchas- 
ers exi:)ect  to  find  merchandise  of  that  character  in  a 
chain  grocery  store.  It  thus  appears  improbable  that 
applicant's  use  with  these  particular  goods  of  the 
mark  it  seeks  to  register  would  confuse  the  public  to 
opposer's  injury." 

Now,  we  have  the  record  in  the  Southern  Itidcpcndcnt  Oil 
case  before  us  while  writing  this  petition,  and  the  evi- 
dence in  the  case  at  bar  is  much  stronger  than  the  evi- 
dential showing  in  the  oil  case;  that  is  to  say,  each  of  the 
allegations  of  the  immediately  foregoing  quotation  and  its 
application  to  the  case  at  bar,  is,  by  evidence  and  admis- 
sions in  this  case,  shown  to  be  unquestionably  correct. 

Of  course,  it  could  have  been  that  Safeway  Stores,  Inc., 
sold  lubricating  oil:  but  apparently  in  the  Sonthcni  Inde- 
pendent Oil  ete.  case  under  consideration  it  did  not  appear 
that  it  had  theretofore  sold  said  product ;  while  the  case  at 
bar  is  much  stronger  in  that,  as  repeatedly  heretofore 
stated,  neither  any  of  the  2300  stores  in  which  appellant 
owned  stock  nor  appellant  ever  sold  or  offered  for  sale 
or  could  sell  or  offer  for  sale  any  such  products  as  toilet 
seat  covers   because   none  of  them   ever   had  it  to 

SELL. 

That  Transcript  122-3,  Drummond  Wilde,  who  as  we 
have  seen,  is  the  head  of  the  Legal  Department  for  Safe- 
way Stores,  Inc.,  and  also  is  in  charge  of  trade-mark  op- 
positions involving  the  use  of  the  name  "Safeway"  testi- 
fies, mentioning  a  number  of  cases,  in  some  of  which  he 
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was  successful  and  in  others  in  which  he  was  not  suc- 
cessful. 

The  first  [bottom  Tr.  122]  of  these  involved  "Safeway 
1450"  applied  to  sanitary  napkins  which  Safe  Way  Stores, 
Inc.,  did  sell.  Safeway  Stores  opposed  the  opposition  suc- 
cessfully, but  this,  of  course,  was  because  they  distinctly 
had  been  selling  sanitary  napkins  and,  of  course,  lost  sales 
and  were  therefore  in  a  position  to  prove  damages. 

The  witness  then  referred  to  the  proceeding  to  the  reg- 
istration of  "Safeway"  for  the  use  of  gasoline,  motor  oil 
and  greases  stating  that  such  opposition  proceeding  was 
}wt  successful  and  the  registration  of  the  trade-mark  was 
allowed.  We  have  heretofore  considered  this  last  case 
fully. 

Still  another  case  mentioned  about  two-thirds  down  the 
page  Transcript  123  was  a  case  involving  the  use  of 
Safeway  for  cleaning  fluid,  again  Safeway  Stores,  Inc., 
lost  that  opposition  proceeding,  of  course,  by  not  being 
able  to  prove  damages.  In  each  of  the  successful  cases 
of  Safeway  Stores,  Inc.,  it  was  in  a  position  to  prove  dam- 
ages by  the  lost  sales.  In  the  case  at  bar,  as  we  have 
repeatedly  pointed  out  they  have  admitted  that  they  could 
not — did  not  have  any  way  to  prove  any  damages  what- 
soever. 

Let  us  suppose  for  the  sake  of  argument  that  a  pros- 
pective purchaser  or  purchasers,  remembering  the  trade- 
mark "Safe  Way,"  should  forget  or  overlook  the  source 
of  manufacture  of  appellee's  product  as  the  Sani-Gard 
*  *  *  Company.  Assuming  that  such  purchaser  or 
purchasers  applied  to  one  of  the  Safeway  Stores,  Inc., 
for  "Safeway  Way"  covers  (mistakenly  supposing  they 
were  put  out  by  appellant  or  one  of  its  subsidiary  com- 
panies).   Let  us  assume  (contrary  to  the  established  facts 
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in  this  record)  also,  for  the  sake  of  argument,  that  such 
confusion  was  a  frequent  occurrenee  during  the  eleven 
years  during  which  Bunnell  manufactured  and  sold  said 


product  under  said  trade  name 


[^@^ 


Of  course  as  neither  appellant  nor  any  of  its  subsidiaries 
ever  stocked  or  even  contemplated  paper  seat  covers  for 
sale,  nor  manufactured  or  caused  to  be  manufactured  such 
product,  nor  advertised  or  offered  for  sale  any  toilet  seat 
covers,  all  the  Safeway  Stores,  Incorporated,  could  have 
done  under  the  circumstances  would  have  been  to  tell  the 
prospective  purchaser  that  he  was  mistaken  and  that  toilet 
seat  covers  were  not  among  the  items  they  had  ever  had 
or  ever  expected  to  have  for  sale.     Could  that   have 

DAMAGED   APPELLANT    IN    ANY    WAY? 

In  the  first  paragraph  of  his  dissenting  opinion,  His 
Honor,  Judge  Healey,  reminds  that  Dunnell's  mark  does 
not  consist  merely  of  the  words  "Safe  Way"  but  com- 
prises a  composite  mark  with  the  words  "Safe"  and 
"Way"  separated  by  a  pictorial  representation  of  the  seat 
cover  the  word  "Way"  being  followed  by  a  dash; 
and  we  also  remind  that  the  mark  comprises  the  black 
outline    surrounding    the    element    just    mentioned,    thus: 


I^@^l 


Judge  Healey  also  remarks  that  at  the  bottom  of  page 
13  of  the  dissenting  opinion,  citing  Steel  Foundries  v. 
Robertson,  269,  U.  S.  372,  380,  that  "there  is  no  property 
right  in  the  trade-mark  apart  from  the  business  or  trade 
in  connection  with  which  it  is  employed."  Again,  near 
the  bottom  of  page  17  of  said  dissenting  opinion,  Judge 
Healey  reminds: 
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"The  words  'Safe  Way'  with  the  representation  of 
a  toilet  seat  cover  interposed  between  them  constitute 
a  distinctive  mark  giving-  to  the  eye  an  impression 
substantially  unlike  that  given  by  the  single  word 
'Safeway.'  It  comprises  a  symbol  appropriately  de- 
scriptive of  a  sanitary  method;  and  I  am  able  to  dis- 
cover in  this  record  no  sufficient  reason  for  debarring 
appellee  from  the  use  of  the  symbol,  or  from  having 
it  registered  if  he  thinks  registration  helpful.  He 
appears  to  have  traded  on  nobody's  reputation  but  his 
own;  and  there  is  not  the  sHghtest  showing  that  his 
use  of  the  symbol  in  his  peculiar  and  praiseworthy 
enterprise  had  posed  or  is  like  to  pose  any  threat  to 
the  good  name  or  business  of  Safeway  Stores." 

We  earnestly  urge  that  Judge  Healey  correctly  appraises 
the  situation:  There  is  no  damage  to  sustain  the  opposi- 
tion; there  is  no  confusion  or  misleading  of  prospective 
purchasers;  there  is  no  competition  between  the  parties  to 
this  suit  relative  to  anything  that  Bunnell  has  done  in  the 
premises. 

Appellant  Safeway  Stores,  Inc.,  Has  Been  Guilty  of 
Inexcusable  Laches  Which  Should  Estop  Said 
Appellant  From  Now  Prosecuting  the  Opposi- 
tion to  Dunnell's  Registration. 

We  did  not,  in  our  brief  before  the  Court,  sufficiently 
call  attention  to  this  defense  of  laches  and  estoppel.  We 
omitted  to  explain  reliance  upon  use  by  the  Lucerne  Cream- 
ery and  Butter  Company,  subsidiary  of  appellant  Safe- 
way Stores,  Inc. 

At  two-thirds  down  the  page  Transcript  70,  Bunnell 
testifies  that  defendants  Safeway  Stores,  Inc.,  had  notice 
prior  to  the  opposition  proceeding  of  his  extensive  use  of 
his  trade-mark,  by  reason  of  the  fact  that  in  one  instance, 
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he,  Bunnell,  installed  some  of  his  Safeway  covers  in  one 
of  their  subsidiaries  [near  the  bottom  of  Tr.  71];  that 
such  installation  was  in  the  Lucerne  Creamery  and  Butter 
Company  and  that  he,  personally,  actually  installed  in  said 
subsidiary  company  toilet  rooms;  and  that  they  were  in- 
stalled in  his  cabinets  marked  Safeway  and  his  Safeway 
covers  were  furnished  and  used  in  said  cabinets  and  in- 
stalled therein.  This  installation,  he  testifies  at  Tran- 
script 75  was  in  said  Lucerne  *  *  *  Company,  on  the 
corner  of  Alameda  and  Vernon  in  Los  Anp^eles  and  con- 
sisted of  6  to  8  [bottom  of  Tr.  75]  Safeway  dispensing 
cabinets. 

At  Transcript  76  he  says  he  was  directed  by  the  super- 
intendent or  whoever  it  was  in  charge  of  the  building 
who  pointed  out  to  him  the  restrooms  in  which  the  in- 
stallations were  to  be  made. 

Now,  IT  IS  IMPORTANT  TO  NOTE  THAT  NOWHERE  IN 
THE  RECORD  HAS  SaFEWAV  StORES,  InC,  OR  ANYONE 
ELSE  DENIED  THAT  SAID  LuCERNE  COMPANY  WAS  ONE  OF 
THEIR  SUBSIDIARIES  AS  TESTIFIED  BY  DUNNELL;  ON  THE 
CONTRARY,  DrUMMOND  WiLDE  SUBSTANTIATED  THAT  IT 
HAD  SUCH  A  SUBSIDIARY  SAYING  THAT  AMONG  THEIK 
MANY  MANUFACTURING  ACTIVITIES  WAS  THE  PROCESSING 
OF    BUTTER,     BOTTLING    OF     FLUID     MILK,     CREAM,     CHEESE 

AND  OTHER  DAIRY  PRODUCTS.  (Thcsc  manufacturing  ac- 
tivities  make   "Stores"   a   misnomer.) 

About  two-thirds  down  Transcript  75  Bunnell  says 
such  installation  was  in  the  month  of  March,  1942.  Safe- 
way Stores,  Inc.,  notice  of  opposition  was  filed  [Tr.  197] 
April  6,  1944,  over  two  years  after  said  Lucerne  installa- 
tion. Bunnell  testifies  [Tr.  70]  one-half  way  down  page; 
and  this  is  not  denied  at  any  place  in  the  record,  that  he 
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never  had  any  complaint   from   Safeway   Stores   because 
of  his  use  of  his  said  trade-mark. 

Thus,  we  see  that  appellant  defendant  Safeway  Stores 
had  full  knowledge  of  Bunnell's  use  of  his  said  trade- 
mark long  before  the  filing  of  the  opposition  and  never 
objected  to  or  complained  of  said  use. 

This  should,  we  submit,  establish  unassailably  our  de- 
fense of  laches  and  estoppel. 

There  Are  a  Few  Miscellaneous  Points  to  Which  We 
Desire  to  Call  the  Court's  Attention  —  Some  of 
Them  Entirely  Overlooked  in  This  Court's  Opin- 
ion. 

One  of  these  relates  to  a  matter  fully  developed  on 
page  23  of  appellee  Bunnell's  brief,  relating  to  the  com- 
monplace significance  of  the  word  "Safeway"  as  a  trade- 
mark.    We  there  said: 

We  have  heretofore,  under  the  present  heading  quoted 
from  Safeway  Stores,  Incorporated,  v.  Southern  Inde- 
pendent Oil  &  Refilling  Company,  supra,  "*  *  *  'Safe- 
way' however,  is  an  expression  of  such  commonplace  sig- 
nificance in  the  language  that  its  use  in  association  with 
other  and  unrelated  products  would  not,  in  my  opinion, 
be  likely  to  suggest  opposer  to  the  mind  of  the  public." 
We  have  stated  that  there  was  strong  additional  evi- 
dential support  in  the  record  of  the  present  case  for  such 
statement.     We  now  refer  to  such  evidence: 

At  Bunnell  record  [Tr.  357],  there  are  offered  and 
received  in  evidence  as  Bunnell  Exhibits  W-1  through 
W-16  (brought  up  as  physical  exhibits),  16  prior  regis- 
trations of  the  name  "Safeway"  as  applied  to  various 
products,  such  as  ladders,  scaffolds,  oil,  gasoline,  steel 
wool,    heating    and    ventilating    apparatus,    razor    blades. 
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photogjaphic  envelopes,  wall  coverings,  rubber  articles  to 
prevent  disease,  suppositories,  garment  bags,  tire  patches, 
cellulose  sheets,  and  containers  for  baby  chicks,  all  of 
which  show  the  commonplace  significance  of  the  word 
"Safeway." 

Most  important,  also,  as  shown  by  this  exhibit,  is  the 
circumstance  that  Bunnell  Exhibit  W-8,  as  applied  to 
photographic  envelopes  (paper  products),  was  to  "Safe 
Way  Sales  Corporation";  and  that  Dunnell  Exhibit 
W-11,  as  applied  to  suppositories  registered  September  5, 
1933,  is  stated  as  distributed  by  "Safeway  Laboratories, 
Oakland,  California"  (the  city  of  the  principal  place  of 
opposer) ;  and  that  Dunnell  Exhibit  W-13,  as  applied  to 
tire  patches,  was  registered  by  the  "Safeway  Tire  Patch 
Manufacturing  Company"  of  South  Gate,  California; 
and  that  Dunnell  Exhibit  W-15,  "Safeway  Cord"  as  ap- 
plied to  cellulose  sheets,  was  granted  to  "Safeway  Prod- 
ucts Corporation"  of  New  York.  N.  Y. 

In  Arrow  Distilleries,  Inc.,  v.  The  Globe  Brewing  Co., 
48  U.  S.  P.  Q.  157,  a  decision  by  the  Circuit  Court  of 
Appeals  for  the  Fourth  Circuit,  at  the  middle  of  the  first 
column,  page  160,  commenting  upon  the  case  of  American 
Foundries  v.  Robertson,  268,  U.  S.  372,  the  Court  says: 

"The  Supreme  Court  held  that  registration  should 
have  been  granted  because  the  word  had  been  used 
so  many  times  in  so  many  different  ways  that  it  was 
no  more  calculated  to  denote  the  defendant  corpora- 
tion than  any  of  the  other  corporations  which  had 
embodied  it  in  their  names." 

In  the  opinion  (p.  384),  examples  of  other  words  of 
similar  character,  such  as  Anchor,  Champion,  Pride,  Star, 
etc.,  were  given. 
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By  way  of  a  numerical  summary,  we  remind  that  there 
are  twenty-three  distinct  corporations  mentioned  in  para- 
graph 1  of  the  opposition   [Tr.  193],  which  corporations 
are  now  dissolved,  which  operated  for  many  years — six- 
teen years  from  the  first — under  the  name  of  "Safeway 
Stores,  Inc.,"  and  we  have  listed  immediately  above  four 
completely  distinct  business  organizations  having  as  part 
of  their  name  the  word   "Safeway,"   and   we  have  also 
listed  sixteen  "Safe  Way"  registered  marks,  all  antedat- 
ing in  registration  dates  by  many  years  opposer's  acquire- 
ment of  title  in  December,   1942,  of  the  separate  Safe- 
way Stores,  incorporations  in  the  various  states.     Thus, 
there    are    twenty-eight   business    organizations    listed    as 
having  used  the  word  "Safeway"  as  part  of  their  busi- 
ness names,  and  there  are  sixteen  registered  marks,  ag- 
gregating   forty-four    distinct    prior    uses    of    the    word 
"Safeway"  in  the  United  States  before  opposer  acquired 
title.      Also,    remember    that    there    were    twenty-five 
HUNDRED    STORES     (uot    manufacturing    establishments) 
(paragraph  1  of  the  Notice  of  Opposition)   which  sepa- 
rately  used   the   name   "Safeway"   prior   to   the   acquire- 
ment by  opposer  of  the  title  in   1942.     Accordingly,  we 
submit  under  this  head  that  within  the  meaning  of  the 
language  of  the  Court  in  Arrow  etc.  v.  Globe,  etc.,  quot- 
ed supra,  the  word   "Safeway"  has  been  used   so  many 
times  and  in  so  many  different  ways  that  it  is  no  more 
calculated   to   denote   the   opposer    (appellant),    Maryland 
corporation,   than  any  other  corporation  or  business   or- 
ganization, or  proprietor  of  any  of  the  sixteen  registered 
trade-marks,  Dunnell  Exhibits  W-1   through  W-16. 
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Another,  and  this  is  totally  irrelevant,  relates  to  what 
are  called  "travel-aid  units,  or  covers."  At  the  bottom 
of  Transcript  143  Mr.  Johnston  remarks  that  the  "travel- 
aid  unit  is  in  packag-es  for  re-sale  by  stores  perfect  and 
popular  items  if  displayed  for  sale  to  tlie  traveling-  pub- 
lic." 

But  it  is  not  of  record  th.\t  opi-oser,  nor  any  of 
its  stores  ever  sold  a  single  one  of  such  covers, 
which  speaks  louder  than  words  that  tliev  were 
unsuitable  for  re-sale  i?v  retail  stores. 

Furthermore,  said  opposing  counsel  admits  |Tr.  144. 
top]  that  publications  describing  said  travel-aid  units 
were  issued  during  the  period  of  1939  to  1945 — very 
much  too  late — after  Dunnell  had  distributed  hundreds  of 
thousands  of  covers  without  protest  from  anyone. 

Still  further  on  this  point  at  Transcript  173  Dunnell 
testifies  that  about  ten  years  ago  (10  years  before  this 
trial  which  began  March  12.  1"47)  |  Tr.  .^8]  he  made  a 
very  small  quantity  of  covers  for  re-sale  in  stores,  and 
that  he  has  attempted  ever  since  that  time  to  dispose  of 
said  covers,  but  has  been  entirely  unsuccessful,  and  still 
has  a  few  of  said  covers  on  hand.  How  many  did  he 
have  on  hand?  At  Transcript  174.  he  says  he  only  made 
20  or  30  of  them. 

Manifestly,  his  eflforts  to  dispose  of  them  over  such  a 
period  shows  that  they  are  not  saleable  items  in  retail 
stores. 
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The  Contention  That  Morton  Company  Registered 
the  Word  "Safeway"  as  Applied  to  Cabinets  Is 
Irrelevant.  Furthermore,  the  Trade-Mark  Is  Ad- 
mittedly the  Property  of  Bunnell. 

It  is  true  that  the  Morton  Manufacturing  Company  of 
Chicago  [Tr.  165]  had  an  arrangement  with  Dunnell 
whereby  he  sold  paper  toilet  seat  covers  [not  marked 
Safeway]  as  well  as  the  dispensing  cabinets.  This  agree- 
ment was  that  the  Morton  Manufacturing  Company  would 
sell  to  no  one  else. 

Near  the  bottom  of  Transcript  165,  Dunnell  testifies 
that  although  such  contract  which  is  in  evidence  says 
something  to  the  effect,  that  arrangement  was  never  car- 
ried out.  At  the  l)ottom  of  Transcript  165  Dunnell  ex- 
plains : 

"In  other  words,  the  manner  in  which  they  pro- 
posed that  I  carry  on  that  business  was  not  satisfac- 
tory in  this  particular  territory.  So  we  never  carried 
it  out  in  that  way,  and  we  did  carry  on  business  on 
the  basis  that  I  as  an  [115]  independent  contractor 
buying  merchandise  from  them,  paying  for  it  and  re- 
selling it  at  prices  which  I  established." 

At  the  top  of  Transcript  166  Dunnell  denies  that  said 
Morton  Company  had  at  any  time  suggested  to  him  the 
adoption  and  use  of  the  trade-mark  "Safeway"  as  applied 
to  said  covers.  Explaining  [near  top  of  Tr.  163]  how 
he  happened  to  adopt  the  trade-mark  "Safeway"  Dunnell 
testifies : 

"Along  in  the  latter  part  of  1933  the  Morton 
Company  had  a  toilet  seat  cover  which  they  were  pro- 
posing to  put  on  the  market  under  the  trade  name  of 
'Kleen-Seat.'  They  sent  me  samples  of  that  particu- 
lar product,  both  as  to  respective  paper  covers  and 
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dispensing:  cabinets,  and  from  my  experience  in  the 
seat  cover  business  up  to  that  time  and  my  experi- 
ence with  the  'Sani-Gard'  cover  wliich  I  had  started 
to  first  sell,  I  could  readily  see  that  this  cover  which 
they  were  going  to  attempt  to  market  under  this  trade 
name  'Kleen-Seat'  was  not  satisfactory,  both  with  re- 
spect to  the  paper  toilet  seat  cover  or  with  respect  to 
the  dispensing  cabinet :  and  also  with  respect  to  the 
trade  name  that  they  had  decided  to  use.  So  I  wrote 
to  them  to  that  effect  saying  that  1  did  not  feel  that 
the  cover  that  they  had  designed  was  satisfactory.  I 
don't  feel  that  the  disjjcnsing  cabinet  that  they  had 
[116]  submitted  as  a  sample  was  satisfactory  and  I 
was  not  at  all  satisfied  with  the  trade  name  'Kleen- 
Seat'     .     .     ." 

After  interruption  the  witness  continues  his  answer   [Tr, 
168]  as  follows: 

"So,  as  a  result  of  my  objections  I  sent  proposals 
in  my  correspondence  that  I  nuich  preferred  to  use 
another  trade  name.  T  preferred  to  redesign  the  type 
of  cover  and  disj^ensing  cabinet  and  as  a  result  of 
that  I  sent  them  orders  for  a  new  type  of  dispensing 
cabinet  which  I  called — asked  them  to  label  with  the 
trade  name  'Safe  Way.'  I  also  suggested  a  change  in 
the  manner  of  making  the  toilet  seat  covers  which 
they  had  submitted  as  samples  as  not  being  satisfied, 
and  asked  them  to  be  labeled  'Safe  Way.'  " 

The  witness  then  refers  to  correspondence  with  said 
Morton  Company,  and  said  correspondence  comprising 
three  letters  are  in  evidence  [Tr.  171 — as  Plaintiff's  Ex- 
hibit 6].  At  Transcript  172  [beginning  top  of  page] 
Bunnell  makes  several  proposed  minor  corrections  in  his 
prior  testimony,  saying: 
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"In  connection  with  my  deposition  taken  February 
28,  for  Civil  Action  26,230-G,  I  should  like  to  make 
one  correction,  and  also  clarify  my  testimony  in  re- 
spect to  my  past  relationship  in  the  seat  cover  busi- 
ness with  the  Morton  Manufacturing-  Company.  The 
correction  is  at  lines  6  and  7  on  page  65.  Instead  of 
this  answer  reading  as  it  does,  it  should  have  read : 

"  'No,  my  agreements  that  I  had  had  with  Morton 
were  not  a  royalty  basis.' 

"He  says  that  should  have  been,  'No,  my  agree- 
ments I  had  with  Morton  were  not  royalty,  but  on  a 
territorial  arrangement.' 

"Then  he  goes  on  and  says,  'In  order  to  clarify  my 
testimony  particularly  in  regard  to  the  questioning 
beginning  on  the  last  line  of  page  72,  I  should  say 
because  of  your  repeated  [122]  references  to  the 
word  "royalty,"  beginning  at  page  6  of  my  deposi- 
tion to  page  72  and  your  usual  correcting  of  it  to 
substitute  "sum  of  money"  instead  of  "royalty"  indi- 
cated very  clearly  that  you  have  the  impression  that 

At  Transcript  173  [middle  of  page]  Bunnell  testifies 
that  said  Morton  Company  never  at  any  time  protested 
to  him  in  any  way  of  his  use  of  the  trade-mark  "Safeway" 
either  for  cabinets  or  seat  covers. 

While  it  is  true  that  Morton  Company  did  register  the 
name  "Safeway"  for  cabinets,  Dunnell  testified  that  [Tr. 
176]  that  it  was  not  until  1942  that  he  first  heard  of 
the  registration  by  the. Morton  Manufacturing  Company 
of  the  name  "Safeway"  as  applied  to  cabinets. 

Thus,  it  is  clear  that  the  registration  by  Morton  Com- 
pany of  said  name  is  entirely  irrelevant. 
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It  is  also  clear  from  Dunnell's  testimony  and  from 
Plaintiff's  Exhibit  6  (letters)  that  far  from  protesting. 
Morton  Company  freely  acknowledged  that  the  trade- 
mark "Safeway"  was  Dunnell's  property. 

Dunnell's  Covers  in  Issue  Are  Patented.  Opposer 
Safeway  Stores,  Inc.,  Could  Not  Manufacture 
and  Sell  Dunnell's  Said  Covers  Without  Infring- 
ing Said  Patent;  No  More  Than  They  Could  Use 
His  Trade-Mark  as  Such  Without  Infringing 
Said  Trade-Mark.  Under  the  Common  Law  in 
Force  in  Every  State  of  the  Union. 

At  Transcript  316  Dunncll  testifies  that  he  is  still  the 
owner  of  the  Letters  Patent  of  the  United  States  marked 
as  Dunnell's  Exhibit  K. 

At  Transcript  325,  Dunncll  testifies  that  his  covers  in 
issue  in  this  proceeding  have  been  marked  patent  No. 
2,025,941,  constructive  notice  to  everyone,  and  ujKm  which 
suit  for  infringement  could  be  based  if  it  happened  that 
there  was  no  actual  notice  of  said  grant  or  issuance. 

Manifestly,  Safeway  Stores  could  not  manufacture  and 
sell  said  covers  without  infringing  said  patent;  and,  inci- 
dentally, as  above  mentioned,  they  could  not  use  the  trade- 
mark "Safeway"'  as  such  without  infringing  Dunnell's 
trade-mark. 
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Conclusion. 

(1)  Nothing  can  be  clearer  that  under  the  law  this 
Court  cannot  grant  an  injunction  against  Dunnell  restrain- 
ing him  from  the  use  of  his  trade-mark ;  as  to  do  so  would 
be  a  violation  under  the  laws  of  the  state  of  California; 
and  equally  important  is  the  fact  that  this  Court  found 
that  opposer-appellant  had  not  proven,  nor  attempted  to 
prove,  the  necessary  jurisdictional  amount  of  $3,000.00 
exclusive  of  interest  and  costs. 

(2)  Failure  to  prove  or  attempt  to  prove  any  damages 
whatsoever,  annihilates  Safeway  Stores',  Inc.,  opposition 
to  the  registration  by  Dunnell  of  his  trade-mark,  as  such, 
applying  to  toilet  seat  covers,  as  proof  of  damages  are 
under  all  authority,  necessary  to  sustain  such  opposition. 

(3)  Appellant  Safeway  Stores,  Inc.,  has  been  guilty  of 
inexcusable  laches  which  should  estop  said  appellant  from 
maintaining  this  opposition,  by  reason  of  the  fact  that  it 
had,  long  prior  to  the  filing  of  the  opposition  in  the  Patent 
Office,  known  of  said  use  by  one  of  their  subsidiaries,  the 
Lucerne  Creamery  and  Butter  Company  and,  far  from  ob- 
jecting, admitted  Dunndl's  right  by  ordering  and  having 
installed  in  said  subsidiary  the  Dunnell  Safeway  covers, 
now  objected  to. 

(4)  Safeway  Stores,  Inc.,  cannot  use  appellee  Dunnell's 
trade-mark  as  such  without  infringing  said  mark,  and 
this  in  all  states  of  the  Union;  nor  can  said  appellant 
manufacture  and  sell  said  seat  covers  without  infringing 
Dunnell's  patent.     True,  appellant  Safeway  may  enter  the 
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business  of  making  and  selling-  toilet  seat  covers,  in  their 
grocery  stores  (which  they  have  never  done)  and  when 
so  sold  they  are  grocery  items,  but  when  done  as  part  of 
their  manufacturing  activities  this  makes  the  part  of  their 
name  "Stores"  a  misnomer.  When  appellant  Safeway 
Stores  sells  to  a  special  class  of  purchasers  for  distribution 
gratis  to  the  public,  they  are  not  selling  to  their  grocery 
customers,  but  are  copying  Dunnell's  method  of  distribu- 
tion. 

As  judges  and  attorneys,  we  are  all  endeavoring  to  do 
justice — to  maintain  respect  and  confidence  in  our  federal 
courts.  W'e  urge  that  justice  demands  that  the  counter- 
claim be  dismissed  and  that  Dunnell's  prayer  for  registra- 
tion be  granted. 

Respectfully  subnn'tted, 

Joseph  F.  Westall, 
Edward  F.  Wkstall, 

By 

Attorneys  for  Petitioner. 

Westall  and  Westall, 
Joseph  F.  Wf^stall.  and 
Edward  F.  Westall, 

Suite  702—608  South  Hill  Street, 

Los  Angeles,  14,  Calif., 
Attorneys  for  Petitioner. 
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Certificate  of  Counsel. 

I,  Joseph  F.  Westall,  the  attorney  who  tried  the  case  in 
which  the  foregoing'  Petition  for  Rehearing  is  filed,  and 
who  prepared  all  briefs  and  made  all  arguments  in  the 
District  Court  and  in  this  Court,  do  hereby  certify  that 
in  my  judgment  the  foregoing  Petition  for  Rehearing  is 
well  founded  and  that  it  is  not  interposed  for  delay. 


M(n£yfiJt/T^, 
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